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AR, 


hu: 
Please see the two létters from, Rowe-Dutton 
to Sir GS. Caine, bclow, 


no objection to the deepaten of tie first 
telegram and ined written a draft reply on it wnen 
tue Sécoud telegram arrived. 


As the matter is now very urgent, I have 
informed sir S. Caine and tie lreasury that we 
agree to the despute:: of the revised form of the 


3 ad wlready intormed the "reasury that 
we ha 

| 

iSice" co 


It has been extremely difficult for 


telégrum and I do not think that we want to cause 

further difficulties by sugge..ting amendments 

to it, since-it iv anly a request for the vicws 

of the High Commissioner, at the sume time, 

WE wave certBin coments wiich migiit need a followe 7 
Up telegram and tuese are explained in tue altacied (iz 
agruft to sir sg. Vain’ pow So. E- thallk-fehea. Lope 
disdrectd wlth Ceahture Dept. ustien Que , 


Hie ow 8 


H. Trevelvy: 


Nothing to be Written in this Margin. 


: os \ i 
NO 7 | 


tué Lreasury to vet tne Bank's agreement to this ee 
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WOecccvencccecsose Op Seares 


Peleatine's position 4m relation 
to the aterling .rea is under urgent consideretion 
heree it present Polestine is pert of the sterling 


area, thich means thet the loeal kachanze Control, 
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setving within the rules laid cow, ond muibfect 


to abtaining sneelal authority for some rererved 


? 


transantions, {a ‘rea to permi€ paymenta to residenta 


eutelide the sterling srea for anpraved muroagez, 


aouaLsafay 


acé Rodgers in Poleatine of sterling balarces 


are free tn ‘ranafer them te other narta of the 


sterling area withou: soy sneeifie vermit. 


. 


he eee ara siapnred in think thst hefora 


the Mandate ia tereinated, 1¢ will be necesasars io 


10989/ 


vat au end to ‘alestine's mambera to of the 
ateriing ares. The offset of thig would be chet it 
eld so longer te the regonnaibility ef the 


« (9 suoply Palestine with the weane of muking 
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murehe ses free countries cutelde the sterling erate 


"ne needs «culeé Reve to he set from “salestine' 
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resmireécs of foreten «xehnnve, Inelauding the 


éslisara sade evailahle tv avmothisers in the 
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United “estes. Tf is aise eantenvplated that 


Ed 


4t wrlé be reeusea ~; to “Preese” extieting “rlestine 
sterling bale-cas ac as ¢9 prevert them from teiny 


toe r pidiy axyPursted do cavereot for imports, or 


from being treneferrs to ather partes of the 


sterling »ren where contrel by FT. on the rate 


of their use woul’ be leas easy to operate | 


3e The reasons fer thie poilay are as 
follows. Bia Kajeety’s Joverrment have camplate 
eonfideres im the preset Paleatine ixchange Control. 
They onn at present have no suck confidence in the 
exehcnge control mechoniam of the prospective 
gueessecr atates, and would fear excesnive demande 


on ‘the small sumlica of foreion currencies and 


gold which are the ‘sentral reserve of the sterling  . 


ateae ‘hile ther wuld not regard the aeeting of 
rodest femands fr exohasce of eterliney into foreign 
ourracey 7a ous of the mestion, -héy mat retain 
amplete emmtro] ower it. “so far ae % 

exnenditure of sterling by Palestine in the sterling 
are? ie cancernes, wile they heve ae dealra to 


renidiate the atadma vhich Palestine holvers of 


aouaLafay 


sterling h:lancag have °3 turn Ghose balanees inso 


ia ant vraatiaable thot those balances 


TLE 


aheuld be turned into » 


‘ 


tee wale Le pe.in aceordsecoe with the intereste 


rooig at & vory rapid rate. 


. 


of Palestine itself that those balznees eheuld be 


pO989 


CAseipated too rapidly. thatever the future rar 
nold for “elestine, one thins cu be token aa certain 


are thet tg thet it «ill be tn acute econemic 
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AUffie@iltles, an’ tht 17 4¢ cigsiontes ite 


sterling balsnees, ite ability ta carry on 
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intersatiomel trade, om whieh 1% ta weolly 
darentect for ite can¢isued exisgerce, “ill have 
Af anymenrede 

le “ape incteation of the speed at waich 
“plestine's totel sterling balanees have been 

et risking ig civen bd the fnet that they arounted 
to the follewins exminte at thea following 


dategi@ 


ay a 


Oth September, 1946 £121.§ wiliton 

Sith June, 1947 £125.2 willien 

41st Cetober, 1947 £10°.8 million 
The fall during ®etober wae £5.5 million, 


‘dng a vefund of 20.7 alllion in curreney 


5 etliion in comercial banicing 


“he opapescn] ia to block Paientine’ s 
aterling balenees exoenh thoae af private 
individuals, tat sismltanemealy ts relenee n working 


balance of a saone le amoung which wold be 
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wece amiable tn the eammereial banks (see below!. 
anv sterling earnings after the sere date wald 
nlao be wade avoiledle. 


é. the aterling sasets of the Surreney 


aouasrafay 


wd are in rather s speoia: vuesition. Te 1s 
eqiuslly neeesasry to centrol them, tt fa oo 50 
in tie seme vay ap those of the banks anc other 
{nesitutione overating in Palestine tavoelvesse 
(4) treating the Board as a rerident in 
Taleatine (hich it 1a nos}s 
(44) Yaren) bleekiny of the sametea (vhich 
is mmer to ame neliticsl abdeetion)s 


(414) pgsome adeinistrative work 1 Ps lestine 
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“wy the other hand, {? the Board is treated ag a 
regident in the ‘.“., no fermal bloekin: of its 
halanoes will be necessary; At vill be able te 
my eterliny to a resid Sa leastine only 
with nerteaion of the U.%. ¢xehange Controle 


its sallow tt to eonbizae to 


‘funetion 


kc) Beg 


ef 


function, as « resident in the U.%., tut te allow 
~ 4 to ney sterling due in reéesption of notes 
only ta the blocked seccunt of one or other of the 
banks operating in Palestine. The remlt would 
he that a holder of “atestine notes esult, an new, 
tracefarnm them inte a bank denoalt ef Palastine 
mounie. fe emli use suah o denoatt to sequire 
free sterling fron a “alestine sank enly with 
permission of the lose! eantrol, and within the 


Limits of the ¢otal ccount of free sterling at the 
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fignogal of the “alestine banka. 
Te Tale appears co us the esurge icast open 
to miarenpresentation, and dest dealened °° 
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reesnaile the fant thet the sterling aasets of the 


aduarafay 


Sosr! are the security cehind she note 


4neue with the Saot th ¢ Hi.t. cannot afford to 
ellow an exeeasive ancunt of Palestine's sterling 
nesets te ne Clasipated in paving for imports or 


otherwise cessing to be available te meet the 


CFU) 
~2 
peaks 
S> 
Ca 
o> 
=> 
iam 


interests of Palestine wa « whole. 


Be The Turreney “oard emld cantimae to 
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seeept notes for Rfeption on cha above deals, though 


the mechanics muy beve to bs a damted if 1¢ 
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oroves imvposatble for che Beard t9 take delivery 
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in Talestine. Tf tho banka recuire? edditianal 
nOtes, Bere tO meet a derand for the withdrawal of 


feporitsa in “alestine, they owld he obtained 
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nernel wav agednet the werent of sterling te 
Surreney Geaqrd, end for this purpose osyments 
guus drawn from the blocked sxarling aecerunts 
Rants could be aceacted. 

Ze then a new Currenay Taguing authority 


dis set uv, (ie relations with the existing Board 


éobt have to be settled with the United 


Fations Coemiaa' one 
FE Y should be grateful if you wuld let 


we have your observations on whet is anid shove, 


\ 
and in particular an the date at which you think 


it fe desirable that Palestine should be removed 
from the sterling ares, and on the initial amcunt 
of the sterling balencea which should he released. 
le TQ will «lao be for vow to monly us with 


a list of the banks to which these measures should 
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aoply, and the names of their London corresvendestee 
Tn our view, 18 shuld be posaible not te dloek 
aww eterling now held in Lendon by Incividuale (include 


ing trading eascanies) anc to sleek only the aterling 


aouasafay 


belences of tenke. ‘%‘e sheulé contarplete that ths 
releases to be anortioned among the banks should 
add up to the follewwing:- 
(4) « non-recurrent amount of aay £4 million 
to serve as working oupital: to vhich we 
would be prepared to adé@ the sacertained Soto} 
af exieting eonfirme eredita, ae a rpound 
figure. 


(44) 9 gum of say £3 million as a release ta 
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gover excenditure up 10 15th Hay, leas the 
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anang the list of terks of the two sue gaugccated 
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1t would not metter 1° the initial releesen wers on 
a yuh and ready theis, well within the total for 
she serind, vines they omld be adjusted Jeter in she 


light of exoerience. 


12, Y asaume that einultanecugly with eetiar 


here on tha Mnes set ont abova, you vculd pat inte 


effect she mengures nlresdy slenned to extend 


erntral 
exchance/to over transactinna tr eterling by 


Valentine residentee 
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Tear Sydney 
I enclose a re~draft of the telecram to the Rich 


° 


Cosmisasioner in the Licht of yesterday’ s Giscusszicn, 


together with o copy of a letter I have vritten to 


ao 


SLlemarnne 


aouasafay 


tT at corving to Trevelivan of the Foreign “ffice and 


Slenson of the Colonial Office. 


Po 


Tt miggeat it showld not be dearstchec until ve heve 


etatied 


= 


a 


4ven the Pank an onportuntty to react. 


"mire sincerely, 


(Sgd) EeRowe-Dutton 
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Colonial APT lee. 
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Pear Slepuenn, 


You will ty now heve received an account cf our cisguesion 
about Palestine leat night, which T em sure will have eanvinced 
vou that i¢ is «s unnecessary ag it is undesirable to bileck 
the sterling assets of the Palestine Currecey Foard, sai that 
the mechaniem which ve have croposed ond expiained at greater 
length last night is the best available in the cireumstances. 


aouasafay 


Mee Seaton 


There remains one difficulty to witch T have alreacy dram 
your attentinn, nemely the lack of any authority who can settle 
the emounts to he left avalleble, i.e. on the Yre 2 
tecounte to the verlous bouke etee in Palestine. ‘mn this 
we are consulting the High Cumiasioner in a telegram, of 


which I enclose a draft. 
Ye mast cet this telesrem off todev. 


* stil? feel that vem can, if you will, give us cong derable 
seeteateance on this saint, einee T take 1¢ that vou have under 
voir hand @ statement of the Loncaen valances of the verious 
tenke operating in Pelestine, sho will be the nerple vho vill 
have vert of their aterling bleoked. Y “cubs whether the 
Covernor Will be able to sucveat ary verv eanvineing criterion 
for clviding out the free money an’ sht nerksos to make 
an interim alloeation on the basis of X per cent. of the 
he lenees 6f gach vartiouler inatitution. 7 ahmiid be mast 
gratefol if vou-would Pave this examined very urgentiy with a 
view ov tndleating what ¥ cer cent. wild arsunt fo. 

Tf X is say % or such other Miure 43 we li meke the interin 
releases total up re sey #2 willion, an ecuel wncunt sicht 

be allowed to each inetituticn for workinr funda; and no Grats 
ané po ceubt we shall beve to release Pram Noe ieccunts sums 
ta texe eare of the Londen or-dits. 
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H@cecveecevecateP Searet 


Palestine’ ae nosition in relation 
te the sterling area is under urgent consideration 


her@e At vresent Salentine ta part of the sterling 
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aren, which means the¢ the loeal czxehange Control, 


acting within the rules leid wow, and subject 


to obtaining sneecial arthoritvy for some reserved 


trengaetions, is free to oermit the exohanre of 


BO TAS ESS see 


aQuaLsafay 


x 


NS: 


sterling and fore'gn currencies for acproved 
mrposes, end holiere in Faleatine of sterling 
balances either in Palestine or elsavhere are free 
te trensfer them to other parts of the eterling orca 
withat ary ameific permit. 

2e ‘T The effect of thia would he that it 

wrild no longer be the reanonsibi lity of the 

,f. to aupnly Palestine with the means of making 


purehases from countrics cutaice the eterling area. 
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Tf mich ncedis arise, they woul!’ havs 


Valeatine’a ow reac: rees of foreion 


NOQNO] 


{neliating the 2cllers mde avaliable 


4y the linited States. 1s giso contemplated thas 
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it would be necessorv ‘freese” axisting Pelestine 
sterlinc balances 29 as to prevent them from being 
too reniély exhausted in vayme = for importa, or 

to other parte of the sterling 
ares vhere cancral by Foe”. on the rate of their 
uee walt be legs ensy “oO aerate. 


a reasons winr Ble Ma jeats Covernment 


“8 


a ieee 


i So 


ah ; 
pau etie tae fe ER or Sana ee : ; i i St aeeal rae oa ioe Leet 


af aterling inte foreign eurrenay &° aut of the 


they would wish the cantrol +o be | 


question, 
exercised vy the Rank of Engiend end not by same 


aQuasafay 


ineal euthoritye 9 fer ss the sronsfer of sterling 


. 


from Palestine to other gountries in vhe sterling 


. 


area ie concerned, while they have ne deaire ¢o 


remidizte the elaime shich Palestine holdere of 


gerling be leaces have to turn those yolances ints 


gaeds, 4% ermaid not be eongonent with the Anterests 


ef the reat of the averling area that ¢r:nee Daliancea 


a very varia retes 
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NOGNO? 


ld for Talestine, 


eertein ane thet is that 4% will be in acute 


“HLIM ATIWOIHdDYYDOLOHd 039NGON d3d 


economic giffienltiea, anc thab if it fiesinates 


Meation of the aveed at wpich 


Palestine’ e total sterling be laneecs have been 


oe 


at 
a2 § 


H th September, 19,6 . £1225 wi ildon 
Mth June, 1947 £115.2 willion 


Flat Catober, 1947 £30.68 million. 


the fall during Qctober was £5.25 million, 


4neludine a refund of £°.7 million in qurreney 


funce, and £3.05 million in ccamercial banking 
Fundee 
5. His Majesty's Government are therefore 
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Gisvosed to think that it will be necessary to 


reneve Palestine from the sterling area in the 


noar future, and at leest before the termination 


wane 


of the wandate, and to blook Palestine’ s aterling 


oN, 
~ 


balances, apart from a working balance O° a reas 


aduarafay 


able amount which wld be mut int: a drawing 
~ acermt vhich evrild be used fresly. nv sterling 


earnings after the zero date would gla go into 


this acanant arc esuld emelly be uced freely. 
6. The sterling aascts: of the Gurreney 
Board are in rather a svecial position. ft to 


equally neceseary te control then, but to do 90 


"391440 QY0934 


in the gawe way as those of the banks and other 


dnatitutions operating in Palestine involvess 


NOGNOT 


(1) sreating the “ourd as a resident in 


 eatine (hier it ia nat's 
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(41) formal blocking of the assets (weich ds 
* open to some political objection)3 
(441) some administrative work in Yelestine 
vig-a~v ¢ the exahange control thore, uhtoh 
the loenl officinis of the Board may not be 


in a position to contimae to perform.  n 


the other hend, if the Rorrd 1s treated 


one 
“ 


+ 
Mi 


4 


an ated oy 


as @ pesicgent in ¢ Me, no formal bleeking of 


4ts balances will he necesaery; 4t will be able to 


pay sterling to a resident in Palestine 


aniy with permizsion of the 3.K. Zxehange Control. 


It ia eocordingly vroposed 0 allow i¢ to eantinme 


te funetion, as a resident in the ".f., tat to allow 


t 


it te poy sterling cue in redemption of notes only to 


he bleaked necount of one or other of the banks 


operating in “slestine. Acart from managing ite 
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Snveatuentea this would he ite anlv pereitted 
activity. The result would be that o holder of 
Palestine notes could, se now, transform them ints 


a bank dencelt of Palestine sounds, he elt use eich 


aouasafay 


a geprait to aequire free sterling from a Pelestine 


hank only with permission of the leeal embrel, and 
the limits of the tote] amount of free 

aterling at the @inposal of the Palestine banks. 

Te This apseares to us the course least onen £9 

misrepregentation, and test desiened ta reeaneile the 

fnet thet the sterling asseta of <he Curreney Porrd 

are the security behing the note leeve with the 


facet that te Guanes afford to sllovw en eaxeeanive 
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Palestine's ate: ling esaete to be dissipated 


NOONO1 


for imvorts or otherwise ceagins to be 


uyailabie to meet the interests of Palestine ag & 


whole. 


39 OL LON - HdVAYDOLOHd LHDIYAdOD 


Be oe far o@ the meehaniam of the Currency 

ford is eonoerned, notes for redemption on the -bove 

besin would be ecaented in Palestine. 

raqiired addition: 1 notes to meet e cemains hy 

withtravel of Jenositea in “slestine, they esuld be 
sguineat the oiymest t7 the Curreney Board of 


sume ¢rewn from the bleeked ster!ing aecounta of the 


ihe 


ticles 


‘he 


see 


2 
: Bring ee 


ARS 
— 


a % 


DER MATRA Son TeE RAO Fae pean 
Rosman tae pas 


s 
Re g : Mab 
cept rie Dteartas paves scare 


Fe _Tf when o New Currenoy Yasuing axrthority 
is set up, its relations with the existing Bord 
would no doubt hove to be settled with the United 
Nationa Commiasien. 
Y should Be grateful if vou would let — 
we have your observations on whet fa sald above, 
(and in partioular on the date ot thich you think 
it is desirable that Palestine should be removed 
from the sterling ares) ana in pertloular on the 


ip 
éate at uhiok vou think it ie desireable that 
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Sr Jeatine shwld be removed from the eterling aren, 
a-@ on the initisi amount of the sterling belances 


vhieh shoul be pleeed in a drawing aceount and left 


aouasafay 


unt loeked. 


41. T¢ will alan be for vou to advise on the 
1hiat of banks and other institutiona to which thease 
mesmures shoale avcly. Tr ovr view, 13 should be 
possible to free aoupletely any sterTins hels ta 


Lonéan hy individuals (ineluding tradin: commanies) 


ana to Bloek enly the sterling balances of benka 


ant pimiler instititionae “e shou.d a 
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I ee ae the Colonial Office have drafted 
a letter to Mr. Rd€é-Dutton of the Treasury recommending 
that we take the first of the three dates mentioned in 
the High Commissioner's telegram No. 40, Le. February 
ist, for an announcement about the exclusion of Palestine 
from the Sterling Area and the blocking of balances. 

In the event of that date being agreed there is some 
urgency for us to safeguard the position of Transjordan 
and, after discussion with Mr. Trevelyan, I attach a 
draft letter to the Treasury. 
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Palestine in relation to the sterling ares. 


I agree that, in the circumatences, the only course 
te follow is to place Palestine outsiges the storling arue, 
for the present at any rate, But having vegatd to what 
I am informed is a desire widely heid to remain within the 


we 


area, 1% would perhaps be advisable when makin; 
announcement te indicate that, when corstitutionsl ch 
hava been estatlished in Palestine, if an apvoliisation 


re-enter the sterling area was put for fard. 2% would be 


ey 
considered, While the desire to remain in the sterlin 
is of courses largely to retain wiimreded acces 

balances, there might be odventarcs te the ULE 
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relation te purchase cf citrus fruits an2@ proéguc 
maintenanos of exiating trade with Palesiin 
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“9 The ebove view ig expressed on the assumption that 
Trana-Jordan would be placed outside the sterling arcs 
Simul taneously with Palestine, since I assume that itis 
unlikely that sn alternativa cursncy arrangamont could be 
made at a very warly date. In view of length of fr 


"30143430 0409038 
NOISSIWY3d LNO 


NOONO?T 
P-HLIM ATIWOIIHdVYDOLOHd G39NGONd34 


D118Nd JHL 40 
~ HdVYDOLOHd LHD IYAdOD 


ay 


end present security position, 1% would not be pKoseible 
prevent movement of notes across the frontiers and effac 
control would therefcre not be possible unless correspon 
regulations are introduced in Trans=-Jordan, I should, 
therefore, be grateful for early information regarding 
Proposals for Trans-Jordan. 
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So With regard to paragreph 2 of your telegram, 
I should draw attention to the following aspeotsa of the 
exchange position. Under present circumstances it is policy 
not (repeat not) to issue import licences to Jewish inporters. 
involving payment to American account coumtries so leng as 
gift @gollars are available, United States deliar conati tutes 
Palestine'’s biggest call on sterling area foreign currency 
resources and Arab section of the population has little ox no 
dollar earning caproity. Although thet” demands (7 can ze) 
leas than those of Jewish section, 1t 19 not to be expacted © 
that Jewish Agency or any other Jewish Authority would be 
Willing to make dollars or ether foreign currencies aveilable 
to the Arab section. While this situation will have to be 
firmly faced after termination of the Mandate, I truaet thet, 
meanwhilé, iimited amount of foreign currencies could Be made 
available on present basis for non-Jewish importers, while . 
Jewish importers continue tc obtain all their foreign currencies 

from Jewish Agency gift dollar resources, 


. os 


he On the assumption that it is not intended | 
to abandon control of foreign currencies, and in the absence of 
a central bank hers, considerable machinery would have to ke . 
set up to arrange accounting of foreign currencies and ateriing, 
Moreover, if no initial balances of (?desired) currencies _ 
can be released as working capital, introduction.of new scheme 
Would mean day-to-day sccoimting by a steff of exchange 
dealers or brokexs. However, I think thet cne authorised — 
dealer (presumably Barclay’s Bank) should ke invited to operate 
a central account on behalf of the Controller of Forel gn 


Exchange. While thia difficulty ie not therefore inpumiciaitanl e. 


{ murmt a@rary attantion to fact that present staff position, 
both Government end Bank, will make arrangements Yar from ezay. 


De With regard to paragraph 10 of your telegram 
I conaicer that. there are clear advantages in Selecting en carly 
date and would therefore suggest lst, 7th or 16th February, 
With a preference fox the last mentioned date, In any case, T 
would prefer that it should not be earlier than the first 
mentioned date. The advantages of an early date era:- 


(a) The chances of a leakage or of intelligent 
anticipation Prasulting in any flight from Palestine pound are 


| Peduceé; there is also to we avoided necessity for hasty 


impow.tion/ 
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. 


imposition and consequent clogure of banka for a fow daye while 
mew machinery ig set wp: 


(a) Unless there ig & remarkeble change for the better 
in io0cal security conditions generally, it ©221L ae 
Aacreasingly difficult. at this end not only to operate But eren 
to introduce new aysten at all sroothiy. Tt ig in the best 


interests of Palestine itself that any degree of chaos should 
be avoided: 


(¢) The longer we have in which to establish new system 
the greater will be the chances of local economy becoming 
adjusted thereto before the iandate termina tes. 

G. t ao taking steps te fumish incvormation asked for 
in paragrapha 10 end 17, and thie will follow. 


Ve With reference to your paragraph 12, the measures 
previously prepared for a aystem of control over Sterling arak 


being axemined and agdjurted in readiness te mee& changea now 
Ero posed, | 

8. t trust you Will be able to give : least 
Gays notices oF gate Tinelly decided upon. and I considek 
epaentiai that « Treasury or Bank of ogiend represen tative 
should coma to palergtine to give advice end to acl in liaison 
Gapacity a snort while before, and over, the transition stagy,, 
This was contemplated ou earlicgr occasion when there wes a 
posasibllity of introducing control ef aterling = paragragkh 16 
or my telegram Ns. 1169 and paragraph < of your telegram 
No, 1635 of 4947 vetar, This ia sveea wore desirable now ir viet 
or raductio of sonier atafP in Financial Branch through 


faparture of Fleteher-Ccoks for New York (especially since Rexcson 


RD 


Web rh bed toes 
sontrole) and having regard to desirability of tekin, dscieions 
on polnta affeoting United Kingden exchanges cantrol (ew) thew. 
having) veterence to Lonégon. 


Ramer bad wory useful knowledge of ths werking of exchange 


DLiSEYELRU ER thors 


ths 2 8G S SOE Nhe RIN IT AD 9 e 


Ga 
on} 
ron 


P0989 


3914450 QY0934 


JQ178Nd JHL 4O NOISSIWY3d LNO 
“HLIM ATVIWOTHAVSSOLOHd 039NG08d34s 


NOQGNO1 


391330 G4¥0934 9178Nd 


aQuaLafay 


. 
. 


- HdVYDOLOHd LHOIYAdOD 


38 O1 LON 


Distributed to:= 


N, 44 
Secretary of State 
Sir T. Lloyd 
My. Rees Williams 
Sir S. Caine 
Sir ¢, Jeffries 
Holding 
Martin 
Trefford Smith 
Gutch 
Mathieson 
Higham 
Galsworthy 
Holmer 
Bastwood 
HP. Butte rg - 
Sir G. Clausom 
Nx. Boss 
Foreign Office 
Trea ge 
Bank of 1 Englang ire Rowe-Dutton, 


Mr. 31 epman, 
Foreign Office Mr. Trevelyan. 
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(General Sir A. Cunningham) 
COLONIES. 
gent 20th January, 1948, 18.15 hrea. 


No.229 Top Secret, 


Addpeseeé High Commissioner FaLlestine. 
Repeated UKDEL New York BRIEF Nee? fax 


vy 
dg 
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Your telegram No. 40. 


« 


PaLeastiae in relation to AGtarling ares. 


aouarafay 


tt 38 considered most deeirabia that Faleatine 
Snould leave sterling area at earliest practicable date, 
in addition te reasons fiven in your payegraph 5 the matter: 


Alam wee 


may Well be reised in the courga of GiSCURBLONS NeW cpeniax 


with U.N, Commiaeion. Delay might lesd to Leakers of 

intention and effectiveness of operation might coonsequantiv 

be minimised, Conclusion haa therefore been reached thay 
exclusion should, if possible, take place trom 8th February 
hd en February) which is carliast practicakle date 

& 8 ena, 


Re Indications of a desire by Palestine LAtesraestes to 
Yemain in sterling stea heave also been observed nere, SOc 
advantage might sccrue to eterling area by reeadmittance 
Of successor gtate or atates, but no certainty can be felt 
on this matter util future econditiona in Palestine ean be 
Sauged more accurately, It is easentiel thet any sue 
Yemadmittence shovla take place on H.i,G.‘s terma and only 
When we kad full confidences that a policy sceceptabia te 
HoMoG. Would be followed and that local exchange control . 
MECNSNisM Was competent to ensure the Full applications of this 
polisy, Watle therefore some immediate political advantage 
tight result from Ancerporating in the 
SUggestion in paragraph 1 ateroace it 

& Waich covid 
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Pevourshla conagide 


Sterling are clag considered further 
m3 Of proposed &nncouncement will Be notifaed to you, 


3 Difficulties of your start poBLt1ON iu present 
circumstances are fully appreciated. It ia hoged to arrenga 
for Currsn of the Financial Advisor's Office BoMLE.O,. $0 vied 
Palestine, Perhaps you could also secnre the gervices of 
Sweeting? If so, it enuld bie advantagsous for him to males 
brief vieait te this cowmtry gor discussion, 


A Dt ayy, 
Jim aber 


I Re ec OE ah 


4, Your paragraph o, So long a8 the vresent Palestine 
Exchange Control ia able to operate, H.M.G, wow d be prosarad 
to consider mocest allocations of foreign currencies against 
the payment of sterling should Palestine’s earnings in foreign 
currencies prove ineuffisient for the comtry’s esasential 
requirement 2. Any allocationa of foreign currencies thes axe 
agreed to be put at Paleatine’s dideowel willl hovever ke sold 
On precisely the same vasia as hitherto, thet ia, on the | 
authority of the Paleatins Exchange Gonirol, How such 
allocations will be distributed ag between Jew and Aras, will 
be - as at present ~ for the Pelestinge Government te decide. 

E understend this to mean, in practios, that any foreign 
ourroneoy We might supply would, in effect, by used to meet 


Aray needa, the Jews applying their own dollar requirements 
from outside sources, 


De Your Paragraph 4. tI agrees that control af forsign 
currency could be best operated ag suggeated, 


&. Grateful te receive infomertion promised 
PAaPTRSCEPR So 


Le Your paragraph ?F noted. 


will inform you ag soon aa posaible cf 
ea Tor Trans-Jordan, 


aQuarafay 


‘Copies sent to Foreign Office for onward tranania 
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Sir fT, Liord Galaworth 
Mx. Rees-Williame Holmer 
Sirs, Caine Beg twood 
Sir ¢,. Jeffries But tere 
Mr. Holding G, Clausen 
By. Martin Boss 


ur, Trafford Sinit 
Mr, Guteh 
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Foreign Office, S.Wele 


Clauson's letter of the 14th January about 
Palestine in relation to the sterling area. 
2% I agree to Clauson's draft telegram to the 


Draf 
High Commissioner. I think that it is important 


fr.EeRowe-Dutton, 
CeBe, C.M.G. that we should now get the time-table clear. 
We should like to inform Cadogan as long as 
| From Sir E. possible before February 1st, what we propose, 
Hall-Patch. 
sending him at the same time the draft statement 
for publication, in order to give him time to 


prepare to meet queries and criticism from the 


3914330 04093Y¥ 9178Nd 


/ Commission, the Press and the Zionists. It is 

Dept. first. 

“ therefore most urgent that we should now finally 
agree on the draft instructions and statement, 


which, together with the O.N.Cepaper on the 


IN THIS MARGIN. 


other points, will be sent to the Chancellor and 

presumably submitted by him to the Cabinet or 

BeP.Ce I suggest therefore that, if it is 

convenient to you, we should have a meeting with . ue i os | : 7 | a 7 ee 


Clauson in your room, to consider your final 


re 
E 
0 
> 
a 
0 
fan 


draft. If you can manage it, I am very anxious 


that we should hold it this week. 


Be I have some doubts myself whether we can 


NOTHING 


get this all tied up satisfactorily by Februery 
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1st, but from our point of view 1t seems very 


imoortant that we should reach a decision 
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quickly. Ctherwise Cadogan will be inadceque 


ly briefed to deal with a very tricky subject 
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with some very tricky people. 
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FORBIGE OF 


15th January, 1945. 


“lausgon's letter of the 14th January about 
Palestine in relation to the sterling area. 
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l agre. to Clauson's draft telegram te the digh 
Comaiggsioner. 7 tnink that it is imoortant that we 
should now get the time-table clear. «6 snouid Like 
to inform cCedogan as long && possible before -ebruary 
ist, waat we propose, sending aim at the game time the 
Gpaft statement for publication. in order to give 
nim time to prepare to meet queries and criticism 
from the Commission, the press and the “Zionists. It 

s therefore most urgent that «ue gnouic now tinally 
tne draft instructions und statement, which, 
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S44 the (verseas Negotiations Committee 

ner points, will be sent to the Chan- 
cellor anc presumably submitted by hin; to the Uubinet 
or the ..conomie Policy Committec. I suggest there- 
rore that. if it ts convenient to you, We should have 
amecting -lth Claugon in your rock to consider your 
final draft. If you can manage it, Tam very anxious 

eel 


- 


that we shoulu nold 1t this weer. 


tT have some doubts myself whether «ec can eet 
this all tied up satistactorily sy Vepruary ist, but 
froa our point of view 1% sevins ver, important that 
ve shouid reach a» eciston quickly. Utherwise, Cadogan 
will be thadequstely briefed to Geel with a very 


tricky subject with some very tricky people. 
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y understand that it wili tot be yosstible to 
gave Cransjordan in the sterling area Tor some time. 


bad 
ae the teenanical arrangenents for providing the new 
currency; cannot be mage before the date When Palestine 
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Leaves/ 


P-HLIM 


OWwe-LUtton, .8q-. 


aan 


leaves the area. .c¢ woule be prepared to agree to Urans- 
Jordan leaving the area provided that we can assure the 
Prime #inister, who is probabiy arriving in | ondon on the 
19th January, that the exclusion will be temporary. that 
arans jordan will be reudmitted to the sterling area as 
S00n &@&S New currency, arrangements can ve made for ner ana 
that meanwhile exciusion wili wake no practical difference 
to her. TJ understand wnat the Yreusury see no ovjection. 
In order to explain the position to Tewfig Sasha we shouid 
be grateful if the ‘treasury woulc let us have @ short 

note of the arrangements proposed for Tranejordan. 


Lu vlauson. 


- L. Hall-Patch. 
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Usdtymnben meme S: 


Addressed to High Gommissioner Pale 
> ee 3 etins, 
Repeated to Embaasy, WKashingten, BRIEF Bo, 
to U.K, Delegatian, New York, 


PRIRF fia, 
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» . AdBetE Which devolvid ats 
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te 


! Car 24 (repeat 2h) cSanuay 
1349 on Gernan nationals residing 7: BE a a peers 


nh Germany do ast have te 


be accounted For, Agseta which ao devolved befere that 


date do heve to be accounted Por 
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Je  . Palicy of 3 
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Cetegony EBSets RG p22 isatine ¢ 230 T enticed 
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{s} who were deprived of liba by PUrBIaNt te 
2 oy a . . oS POM E te; 
aay werman law, decreas or regulation diseriminating ag 
etigicus ar racial groups oF otaer ongeninat: -* 


citizens {b) whe dia aoe enjoy Cull rights af 
si Giganenip av any time betwoon tat Septambar, 4 
S9PCgetion of such law, dacres op regulai 
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/ who did not act against the ; L3e@9 s988, 


/ Assets of any noneGermmen nationale ha nave WeFe 
tmeny and whose asset have bean seized pacause the ornes 
wae yvesigent in Germany @.2, Pelactina arabs wiia went to . 
erm ny Peteare the way. | _ 


exeones effecta ov 


poate 


PPiameatde waz 


{v Assets of religicus bodies or private charitable 
Lnatitutionsa and used exclusively for religious or 
charitable purposes. 


Please congider Gesirability of isauing press ennouncement 
to this effect, 


Me Yt ia in general desirable ta refrain fran 
apecif ying Palestinian corporate property ss eneny if 
it can be avoided, In my immediately succeeding telegram 
{ have suggested that vesting should only be resorted 
to if amicabis arrangement is inpossible, 


5. Your paragraph 7, Depreciation ef value of 
Assets was intended to reer te revaluation ef asasets 
Sn a reallatic basis at their market value under presen’ 
3nd expected conditions of sale, 


6. Your paragrerph 10. Free dispossl] st assets 
of persons Wnet 15 is nwt propesed forcibdly te repatriata 
to Germany skhouid ln generel be prepared for, It is not 
proposed tc repatriate te Germany either Ausgpelisn 
ex-internees er other interness, If Austrailia cannes 
accept the latter efforts will be made to arrange far 
their admission to this ccuntry, 


To Your paragraph 11, JI agre@ that stepe should, 
b@ taken preparatory to releases of assets described in, 
paragraph 3 above. 


8. Your paragraph 12. I have suggested ths use 
of outside agencies te agsist sales in my 1mmejiiately 
Bsueceeding telegrem, 


9. Your paragraph 13, There ig no ahbjection tc 
sale by private treaty if price is defensibis, 


10. Your paragraph 14, This will be 4iscussed by 
expert mentioned in paragraph 13 belew on arrival, 


11, ¥our paragraph 15. Steps should be taken to 
G&paft legislation on the lines of S.R, & 0. No. 504 of 
“945 in readiness for enaction, Pending further indication 
however thet there are no ohjections to anactment {[ suggest 
that enactment be pestpensd. 


t2e Your paragraph 17, Please see paragraph 6 above, 


413 Your paragraph 20, Jack Edward Abbott, Treasury 
official responsible for German external asasta will leave 
U.K, for Palestine on Monday, 19th January, arriving Lydda 
20th January 13.40 hours, Please make arrangements far 
meeting and accommodation, He will be raquired back in 
Londen by 29th January and may have to return sooner if 
svents at Lake Succeee cali for his attendance there on 
this question. 


(Copies sent to Porelan Office far tranemi azicy: 
to New York and Washingten). 
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Sir E, Hall-Patch asked me to draft a 
letter from him to Sir Alexamder Cadogan giving 
some idea of how the matter of the economic 
brief on Palastine was progressing. Draft is 
below. ") 
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Top Secret. 
S¢cfet. 
idential. 


Restricted. 


January, 1948. 


I realise that in your discussions with 
Sir A. Cadogan, 
New York. the United Nations Palestine Commission you 
are likely to have a good many questions asked 
at a fairly early stage upon various technical 


From: - questions such as tie questions about finance 
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Sir BE. Hall-Patch.| and food procurement. I think therefore that 


ret 
you wit] like to have from me some idea of 


— 


how tings are shaping this end inaconsiveration 


a's 


exe 


Bee. 
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Copy to:- of these subjects, though I am afraid that I 


Sipe 


aouaLafay 


THIS 


Lord Inverchapel shall not be able to give you anything very 
Washington. Gary ). 
detailed at present. You will probably have 


IN 


had an outline from Trafford Smith. 
We shall be sending you, of course, a 


complete brief on all these questions. It is 


(a 


held up at present for the final Treasury views 


on the financial questions which are of some 
/ 


complexity. We are trying to bring matters to 


TO BE WRITTEN 


a head as early as possible; but the proposals 
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will have to go befene Ministers before they 
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are put into final form. The most important 
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financial proposal is that the Palestine 


sterling balances should be blocked and that 
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Paléstine should be removed from the sterling 
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area. We have no doubt that tnis is essential 


Gp.685 


in the financial interests both of pal€stine 


wt. 


and of the sterling area as a whole. i 
realise that the decision is likely to arouse 


considerable adverse criticism and that our 


75,000 6/47 A.& E.W.Ltd. 


friends of the Jewish lobby will take every 


advantasze of it that they can. We are therefae 
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to some trouble to prepare a statement 


which will be issued at the time the balances 
are blocked, in order to minimize as far as 
possible the adverse reactions which we expect. 


You will realise that a step of this nature must 


be kept absolutely secret until action is taken, 


and that therefore it is necessary for the 
action to be taken before you open financial 


discussions with the Comnission. Unfortunately 


the technical arrangements take some time to 
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prepare, and though we hope that it may be 
possible to complete these in time. to take action 


on February ist I have some doubs whether tk 


IN THIS 


will be possible. We shall, of course , keep you 


aouarafay 


fully advised of developments and hope to be able 
to send you and Inverchapel a copy of the propos eg 
statement in case you have amy amendments to 
suggest. I hope that it will be possible for you 
to keep the Commission in olay for sometime without 
touching on financial questions. 

Another question which has to be nandled ver 


carefully is the question of German assets in 


NOTHING TO BE WRITTEN 


Palastine. we are accountable for all the 
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assets under our control to I.A.R.A. and our shar¢ 
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of reparations will be calculated after taking 


into consideration aS Geena assets already 


aceruing to us,all those German assets which 
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have been liquidated during the period of mandate 

We shall therefore have to transfer to the U.K. 

all such liquid funds; but are now examining whefher 
we shall incur any Serious financial loss through 

a policy of slowing down Liquidation as far as 


UAL 
The charge against us woukti, of course} 


sc 4 
ae 


be that we are removing from Paléstine 

German assets which should go to the Jews. 
There are various answers to such an 
accusation, which will be dealt with in the 
brief and we are trying to reach a decision 
which will be justifiable in our own economic 
interests and at the same time will do as 
little political damage as possible. There 
is not so much urgency over this question and 
we Shall probably have to ask you to negotiate 


on it with the Commission. Our most likely 
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line will be to ask you to try and get the 
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Commission to agree to be responsible through 
us to I.A.R.A. for the German assets in 


Pal@stine which have not yet been liquidated. 
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IN THIS 


I shall not go further into details 


nowy as tnis will give you a sufficient idea 
which 
of the kind of subject with/the economic 


brief will deal and how tings are developing 


here. You will, of course, want technical 


advice and ‘the departments concerned here: 


. 


4 py 
agveet to place their representatives in 


Washington at your disposal for this purpose, 
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I am Sending a copy of this letter to 
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Invercnapel. 
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one with the 
Fou are 
eekead ot a 


veme id 

eonsideration of 

thet I shall not be able to. 
detelicéd at present. You 
en evtline from Trefford omithe 


of course, 6 complete 
It io held ap at 
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resent for the final Tressu the finencicl 


final fertic isportent Tine 
preps 6 that the Palestine sterling balenees should 
be blocked and that Pelesatine shewld be removed frou the 
atevling arese ‘to have het is essenticel 
in the finencial intereste both 
we pealise thet the decision 
» s@verse eriticienm and 
Jewieh lobby wi11 take overy 
% thet they eon. eo ere therefore going 
to same trouble to prepare & stetoment whieh will be 
iesued «¢ the time the delance’ exe blocked, in order 
te minimize ae far az peseible the adverce rece tions 
which we expeet. You wili yesiise that «a step of this 
nature mict be kept absolstely secret watil section is 
taken, and that therefore it ie necessary for the 
action te be taken befere you Opeh fineneisal dissucei one 
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The Right Hometir Alexander Cadogan, 
Pe Ce, Geos ag Kel Boy 
U.Keie@legation to the United Haticns, 
: Hew Yorke 
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ey 


3914330 QY0934 J118Nd 


this will be posed : 
advised of Lopments and hope to be ebl« 
, . the proposed stat t im care you 
Guggeat. I hope that i¢ wili be 
the Commission in olay for 
hing on finaneial cauestions. 


aMethe? question whieh has to be handled Very 
carefully is the questicn ef cernen a8: 666 in Pelestine. 
ree — asecountable for ali ta ! 
1 ofa, ay i rey 


aquarafay 


#@ Bhell therefore have to 
iquid funde; but are now 
11 incur any serlowe finenciel 
) owing down liquidation se far os 
agcinst 


Gochomic interssts and et the sane time will do aa Little 
POlitical damage ef possible. There is not so mech argeney 
over this question and we shall probably have te sek you to 
negotiate on 1¢ with the Commiesion. cur most likely line 
Wili be to ask you to try and get the Commission to egree 
to be responaible through us to LeAelede for the German 
aseets in Yelestine which have not yet been liguidated. 


i shell sot go further inte details now, o& thie will 
give you a aufficient ides of the kind of subject with 
which the ecomemie brief will Gesl snd how things ere 


‘3914340 0¥00348 


NOQROT 
- HdVYDOLOHd LHD IYAdOD 


38 OL LON 


/teveloping 


aes 


eet 


ip comes 2 


developing here. Yeu wili, of course, want 
technical advice and 1 am hoping to arrange that 
the depertaente concerned will ypleee theirs 
Popresentatives in <eshington at your aiepesal 
— this purpose, if thet course ic egreable to 
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taverehepel. ng Gpy ef this letter to 


Signed: E.HALL-PATCH. 
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No, 2487 Top Seeret and Personal. 


Addressed §, of Ss, _ 
Repeated wvU,K. Delegation New York No, 1.867, 


(Washington please pass), 


Your telegram No, 3358, 


~ 


7 I am nominating Fletcher Cooke a 
representative to negot Commission, He 
the situation as well as 
t on a few 


: back here 


b 


that I mst still. request Gibson's 
middle of January, as I will re ui re 
Ces urgently, To replace him I could supply 
fficer out of the Political Branch with. R 
knowledge of the facts » but have no senior officer who 
could be spared, In view of instructio 
our representatives, it seems very doubt 
Worth whil @& anyone to assist on 
Commi ttee of the Trusteeship Council, 


Distributed to:</ 
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tion,. _York, and 

Sion for Palestine, ~” 3 
brief discussion here of the nee 
financial and Other experts — 
Staff for this purpos | 
hould now be taker 
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Some detail 
and this will have be covered Cither from 
here or Washington. 


ERAT NS bates” 


23rd December, 1947, 


~faduaLrafay 
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that Treasury, Ministry of 

uel and Power should send 
their Missions at Washington 
‘Cadegan on questions of finance, 


oil, 


Cadogan should, 
“eC.s Subsidiary briefs 
representatives being prepared by 
oncerned, within the framework 


lef, 


This. will, of course, cover only the financial 
commercial and veneral econovile questions. 
| Primers political questions will be dealt With 
. BY Hastern Department of Foreign Office, ve might 
” disetiss procedure informally first with Chairman 


Owl ieG. | 
fray 


ig Trevelyan, 
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2/th December 157, 
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Phe position uow is as fellows: 


|  4d.. The 0.W.C. paper on Palestine is 
being repriated with the incorporation of the | 
| revised. version on German assets in Palestine, 
6 which we have agreed after a meeting with 
Sir Desmond Morton. Fs c, Buy UB WL Wot 
es We are still awaiting the final By 
rreasury proposals regarding the bleckiug of theme 
sterling balances aud the exclusiou of Palestiue| 
from the Sterliug Area, and the draft stavement 
to be issved to the public explaining this 
action, the Colouial Office is writing to 
Mr. Rowe-Duttou Ou several poiuts arisiug from: 
the High Commissioner's receatletarenent and o&f 
recommending the sebctiou of the first date*for 
the blockiug of the balauces. rhe Foreigu 
Office (Easteru Department) are writiug to the 
rreasury With refereuce to the same telegran, 
emphasisiug again the necessity for the retau- 
tiouw of rrausjordau in the Sterling Area. I 
am taking this up also with Mr. norman Young 
and discussing with him the techuical arrauge- 
méeuts which will be uecessary and how they can 
be made in time. It may be possible to use 
Mr. Abbot to advise tle vransjerdan Government 
duriag his ferthcomiug visit to Palestine. On 
receipt of the proposals regarding the sterliug 
bala..ces from the rreasury, our inteitiou has 
been that we shovld oebtain the Secretary of 
State's instructious, as we have reserved our 
position for that purpose. 
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3. rhe O.nw.C. paper and the separate 
proposals about the blocking of the sterling 
| Dalauces, etc. will theu be circulated together 

| tO the Cabinet or E.P.C. 


V0985 Lg OJ " 


| 4. On recéipt of their approval, the 
| briefs will be forwarded to Sir Alexander 

| Dadogan by Eastern Deprument. O.n.C. are, I 
| 

| 

| 


IWH3d LNO 
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gatner, auxious to get rid of Palestine aud now 
to be the primary autnority dealing with cuhe 
|finaucial and trade aspects of the discussious 
|witn the United natious Commission. As has 
'beeu agreed, Departmeuts coucerued will enable 
| Sir Alexauder Cadogan to have the béuefit of 
| the advice of their representavives iu Washing~ 
| GOsre welegrams reporvinug vne developments in 
bhe wegoviations and askiug for auy furtner 
inustvructious will be seut by Sir A. Cadogan 
in the Foreign Office series, World Organisato,, 
| Distributviou, aud replies will be seut by the 
| Depariumeuts coucerned vunrougn the Foreign Office, 
If it appears later thatsech interdeparimental 
machinery, either O.n.C. or outside it, is ree 
quired to deal with the ecouomic aspects of 
these uegotiatious, that can be arranged later. 
this minute is written after discussion with 


Mr. Beith. 
en 
Pianey@r 
H. 1revelyaa, 
LSth Jauuary, 1948, 
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. gh Commissioner, Pal estine, 
Repeated UOXKDER. 


Pe Your Gelegran NO, 2368 Yrepea 


ted URDEL 
Cadogan’ g negotiations wi th 


curse be eertain yet ip 
ed in time for a neeting 


in negotiations with tited Nations Commission, Colonial 
Office repressntative will be Trafford smith, Question 
of Treasury. represantation is being taken up but in any _ 
event it would probsebiy be desirable for elther stewart or 
Fletcher-Cooke to att and, | : 
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(From 1 Unitea Kingdom Delegation te Unitea d Nations) 


Noe 167 De 6015 pm gend January, 1948. 
R. 12.50 am. 25rd Jamary, 1948. 


22nd January , 1948. 
Repeated to Washington saving. 
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f 29nd Jamary, repeated t 
vashingt one | 
Following for Stewart from Fletcher - Cooke. 


Reference your tele pee to United Kingdom Delegation 


151. Financia forecas 


1. Cost of Cyprus camps. 


- jhatever may be the outcome of Jewish Agency's 
proposal referred to in paragraph 1 of ny telegram No. 18 
to press for the recovery from His Majesty's Government of 

ion, it seems 


the full cost of combatting illegal immigrat 
clear to m that there will bedifficulties in re-imbursing 


His Majesty's Goverment from Palestine funds for this 
expenditure unless (repeat unless) such payrzents are 
asses to the Commission. 


effected before control of assets 

Any proposal, therefore, to cofer hege payments until 
after the termination of the mandate ae heap msan that 
His Majesty‘ s Government. wil. never Be at a 

Unless His Majesty's Government aye ond to accept this 
liability it would seem desirable:to pay all a 


from Palestine funds as soon as they are presented. 
Should be grateful for information as to:- 


(a) The total emount actually paid to His Majesty's 
Government on fiis account and the date up to which 


payments have now been made. 


(b) An estimate of the amount likely to be due for the 
period between the date referred to in (a) above 


and the ae rmination of the mandate. 
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2- Special expendituze between 1st Jamary, and 
Sist March and between ist April and 15th May. 
Accerding te paragraph 1 ef yeur telegrem referred to . 
abeve special expenditure fer these twe‘serivids dmounts to 
eunds respectively. Of this 


5,585,000 and 5,540,000 p res 
tetal nearly 9,000,000 peunds cest ef Cyprus camps net 
yet paid appears te acceunt for appreximately 1,500,000 
peunds md abelitien benefits te nearly 2,000,000. 
Grateful fer infermatien as te hew the balance ef som 
5,500,000 peunds is arrived at. 


Se Abelition payments. 

_ I ebserve that special expenditure prier te May 15th 
includes prepesed payment ef nearly 2,000,000 peunds fer 
abelitien bemfits. I fetl certain that Commissien will 
wish te be onsulted befere any sueh payments are made 

gran 


and that as suggested in paragraph 4 ef ny telegram 18 
Commissien will wish te have an eppertunity ef considering 


prepesed terms befere any anneuncement is nade. 


4, 1948/49 estimates. 


In reply te a question at yesterday's meting with 
the Comission I explained that previsien has already 
been made in the 1947/48 estimates fer expenditure up te 
the Sist March 1948 and that the intentien is te prepare 
supplementary estimates te cever the peried lst April 

te 15th May.  Cemissien appeared te be ef the epinien 
that it was a respensibility ef the present Gevernnent 
te make previsien fer expenditure fer the full financial 
year 1948/49 and the Chairman said that they weuld have 
te take this matter up at an early date. 
Generally 
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Imuediate te Celenial Offiee fer Martin 


[Passed te Colonial Offies fe 
transmission te Jorusalen]. 
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2 &— | Arising out/of our Withdrawal from . ae ee ee eee 


Palestine 


The Overs N ti qn 
have prepared A Sense fae | 
533/7/G) on this subject whfe ogee 
Submitted to Ministers Shortly. We await ae 
the final draft of the paper but in the i (as Vr 
meanwhile ONC (48) 15 is the paper — ae 
substantially as it will be submitted and Be es 
. ; Ren ne the Economic Relations and the Eastern 
ree He wee ey ee Departments have been present at its 
Se Ween ee ae drafting. 
eo Apart from this paper, there is one ae 
oo, | - ee ae important question which will be submitted | 
ae iy ee A Rees oe to Ministers at the Same time, namely the ao 
: p17 De GS ; proposed exclusion of Palestine from the re 
sterling area and the blocking of her 
sterling balances. Sir E. Hall Patch 
minuted on this question to the Secretary 
(of State on December 18th (E 12111/11609/ 
51). In accordance with the warning con- 
tained in this minute, the Treasury and 
Foreisn Office have memines out a form of 
Statement paticularly designed to meet 
possible criticism in the United States 
explaining why it ig necessary for us to 
block Palestine sterling balances. This 
statement is to be part of the Treasury 
submission to Ministers on this subject 
is not uct veady. 
Oe ere 18 one section of the ONC 
paper which has been the subject of special 
consideration by the Treasury and Foreign 
Office, i.e. Paragraphs 31 to 38 regarding 
the disposal of German external assets in 
Palestine. Briefly the position is as 
follows. Palestine being reckoned as 
British Territory for the purposes of the 
Paris Act, His Majesty's Government is 
responsible for seeing that all German 
enemy assets in Palestine are so dealt 
with as to preclude their return to German 
ownership or control, The United Kingdom 
Share of reparations as allocated under 
the Paris Act is charged with the value 
| << of the German assets in Palestine. In 
| en Re | the normal way, therefore,we should wish 
| > fA | | to go ahead as fast as possible with the 
pe | liquidation of German assets in Palestine 
| : : and their transfer to London. The 
Foreign Office have felt bound, however, 
to point out to the Treasury that this 
course might expose us to dangerous Jewish 
criticism that we are robbing the Palestin-— 
tans of German assets which properly 
belonged to them ~ this being a matter ae 
which lies very close to the hearts of He The So 
Jewish refugees from Germany in Palestine a. Sere | 
Such criticism would reinforce the 
criticism we expect on the blocking of 
sterling balances (see above). Sir a a 
Desmond Morton, our Representative on the me Spee ah 
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responsibility for accounting to I.A.R.A. , 
for any assets which we had not actually iP ake ee ee ae ee en eee at 2 ee : 
BS liquidated. It has, however, finally = ae ee ee eee ee ere 
m® been decided it would be too risky to mak | cA 7 ie ee ee erie ee pe 
. this assumption and that we must SuslviurweR J 7 ee a hgh ie og ae reas 
Wb the liquidation of agsets. (See — Ee ee a er Set 
| My. Trevelyan's minute of January 13th). 
A final decision need not be taken until Bs. 
« Abbott of the Treasury: has investigated | yatta ee —_ a | 
the position in Palestine ‘which he is | ) ee ee ae ote 


roa #, 


flying out to ° 
4. Finally, the most important 


Wwe political question from 


Eastern Department's point of view is 
Transjordan. The Treasury, backed up by J 
the High Commissioner, believe& that it is ‘teat 7 ae ae ee | 
not feasible to keep Trans jordan in the rem | ci. a ee to ge ate 
sterling area for the first month or two See. | Sta ee aes 

after Palestine is excluded, because | CRETE = aes es eared 
alternative arrangements will have to be kon ee Tees aD — ae 
made to provide Transjordan with currency , 
and there might be a serious leakage of 
sterling before some sort of exchange contro 
can be set up in Transjordan. It is 
accordingly proposed to exclude Transjordan 
for a short time but inform the Government 
beforehand that they will receive exactly 
the same treatment while outside the 
sterling area as when they were inside it, 
and that as soon as their new currency 
arrangements can be made they can return 

to the sterling area. We shall have to 
warn the Transjordan Government soon of 
this decision since it is now proposed, 
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Relation of Trans-—Jordan to the Sterling Area. 
<umah quran 8 nt ane APC Ee 


THe Treasury now Say that it is impossible to : 
ake arrangements in time for Trans-Jordan to remain | 
n the sterling area while Palestine goes out. - 
hey agree that it will be possible to arrange that 
hey should receive exactly the same treatment 
hile outside the Sterling area as when they were 
inside it ( )» and that they can be given 
on as their new currency 
pthey can return to the 
They say that, if Trans-Jordan a 
were to remain in the area, having the same currency im 
goes out, the ao 
woudd be too great. 


391440 Q8003y 9; Tad 


ée I think that we shall have to accept this 
Treasury view. I still think it will be desirable 
that Abbottshould have discussions with the Trans-— 
Jordan Government while he is out there. Bastern 
Dept. will know whether we can rely on the Trans-— 
Jordan Government Keeping the proposals Secret 
if they are told in advance, as they should be. 
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Minutes, 


Relation of Trans-Jordan to the Sterling Areae 


THe Treasury now say that it is impossible to | 

ake arrangements in time for Trans-Jordan to remain 3 
in the sterling area while Palestine goes out. | 
[They agree that it will be possible to arrange that 
hey should receive exactly the same treatment 

hile outside the sterling area as when they were 
inside it (c.f. Sudan), and that they can be given 

an assurance that, as soon as their new currency 
arrangements can be made,they can return to the 
sterling area. They say that, if Trans-Jordan | 
were to remain in the area, having the same currency § 
as Palestine, while Palestine goes out, the 
possibilities of leakage would be too great. 


2, I think that we shall have to accept this 
Treasury view. I still think it will be desirable 
that Abbottshould have discussions with the Trans- 
Jordan Government while he is out there. Eastern 
Dept. will know whether we can rely on the Trans- 
Jordan Government keeping the proposals secret 

if they are told in advance, as they should be. 
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13th January, 1948. 
Mr.Beith 
Bastern Dept. 


P-( dear a rl f Arm 
wn” oS Th f fh git bare An 


391440 QY003U 


J118Nd JHL 40 NOISSIWH3d LNO 
M-HLIM ATWO IHdVYDOLOHd 039NGOUd3y 


NOGNO? 


= 
& 

nh 
% 
| 
® 
3 
2) 
© 
I 


38 OL LON - HdVHDOLOHd LHD IYAdOD 


391330 QY093Y¥ 9178Nd 


as 


offen 


oe, 
‘ 


Nene E/OO/ 


FROM 


Received v ttl Mitr bbe 
in Registry t | | 


Ze 


39 1340 gu0934 J178Nd 


Last Paper. | | ; (Minutes.) 


9 0/ 


References. 


aquasafay 


EEE nena ae 


(How disposed of.) 


391440 080938 


J1T8Nd JHL JO NOISSIWYSd LNO 


NOO ROT 
38 OL LON - HdVYDOLOHd LHDIYAdOD 


(Action 
completed.) 


uh 


26513 ~F.O.P. 


hy 


ley 


¢ 
v3 
kc 


a 
oh 
he 


7 ian - 
TREASURY CHAMBERS, 7 
GREAT GEORGE STREET, 
LONDON, S.W.1 


17th January, 1948. 


or rs | 
Dear Beith, VA w 


We suggest the following redraft of re 3 of the 


draft telegram to Amman, which you 16¥§ hi mé94q Hriday 
morning :- ~ : 


Se Since Transjordan uses Palestine currency, it is 
felt here that we have no choice but to exclude 
Trans jordan also from the sterling area. 


We can, however, assure the Trarisjordan Government 
that this is the only reason why we propose this step. 
As with the Sudan, when Egypt left the sterling area, 
the dangers of leakage if one of two adjacent 
territories using the same currency is within, and the 
other outside, the area, are too great to be faced. 

We contemplate however that as soon as Transjordan has 
made other currency arrangements, as she will no doubt 
wish do, whether by adopting that of Iraq or other- 
wise,{and can show that her exchange control 
arrangements are adequate to protect her and us, she 
would be free to rejoin the Sterling Area, if sHe 
wished to do so. In the meantime we propose to treat 
Transjordan so far as concerns her own requirements in 
exactly the same way as hitherto. 


Otherwise we have no comments on the draft. 


The timing is of course very important, It would be 
out of the question to tell the Transjordan Government four 
weeks before the action is to be taken, as would happen if 
the telegram went today and the action was not taken till 
the last of the three suggested dates (Feb. 1, 7 and 15). 
We must therefore ask you either to send the telegram for 
Kirkbride's own information (as soon as you like) altering 
the last sentence but one so as to instruct him to await a 


J.G.S. Beith, Esq., 
Foreign Office. 
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further telegram before informing the Transjordonians, 
_. oY, if he is to talk when he gets it, to hold it up 
iumtdl. we, are sure that we are fairly near the day. 


Yours sincerely, 
>> 


TOTO STREET? 


P.S. I have now seen Hall-Patch's letter of 15/1 to 
Rowe-Dutton. I am sure that we shall not be at all 
happy about telling the Prime Mjnister as early as the 
19th of this month what is going to happen; though 
we shall be quite happy, when he is told, to agree to 
assurances of re-admission. 
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[This telegram is of particular secrecy and. should be 


retained by the authorised recipient end not passed on] 
Cypher/ UTP 


FROM NEW YORK TO FOREIGN OFFICE: 
! ae 
(From United Kingdom Delegation to the untise wild £94 8 j 


Wo. 174 Ds 550 Delle 20rd January, 1948 
26rd January, 1948 R, 11.00 p.m. 23rd January,1948 


Repeated to Jerusalem and Veshington “aving. 
iid LATh 


11 


‘eshington caving. 


| a ng for tlartin, Colonial Office from Trafford 
IML te 
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| Begins] 


/:Grateful to know when Overseas Negotiations Committee's 
paper on financial and economic questions arising from 


Palestine withdrawal is likely to be anoroved by liinisters. 


2 There are indications that Commission will wish to 
discuss financial and economic problems in the near future 
and in any case they have already asked for factual 
memoranda to be submitted on a number of such points. 


aQuarafay 


de Reference your telegram Brief 9 regarding proposal 
that Palestine should leave the sterling area on 8th 
February, Fletcher=Cooke and I both feel that we should 
be authorised to inform the Commission of this decision 
in confidence at whetever date you think appropriate prior 
to 8th February, Commission is obviously sensitive to 
anything which (from its point of view) may seem to be 
unilateral action by His Majesty's Government and thus 
it would seem desirable as an act of courtesy, if for no 
otier reason, to soften the blow by informing them of th 
important move as soon as possible, 


4.  dinueny case in view of this decision it will be 
quite impossible to discuss certain financial and 
Economic problems with the Commission until after 8th 
February unless we can be authorised to inform them of 
what is contemplated. 
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United States Treasury have asked us to 
bear in mind that they hold 221 thousand Palestine 
unds in Barclay's 3ank Jerusalem, arising from 
on arrangements, You will no doubt 
that these funds are taken care of when 
inaugurating new arrangements for Palestine sterling 


holdings. 
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Following for Norman Young from Curran. 


High Coumiccioner fer Palestine has been inferued by 
the Colenial Office thet wy assistance may be enlisted on 
exchange control prebleus in cennexien with prepeced changes, 
through 9 visit te Palestine in the near future. Briant 
Palestinian ixchange Centreller hs arrived here 
preliminary discussions in the belief that I am fully briefed 
regarding decisiens and intentiens ef His Jajesty's Gevernaent. 
As yeu are awere we have not (repeat n t) received any 
informtien er instructions on this utter. 
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Be 
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29, It weuld s*em to ae that the be-t course weuld 
be either fer Briant te return te Lenden i.mediately fer brief 
discussiens er fer a bank ef England technical ¢ 
visit Palestine. It hewever this cannet be dene and ysu 
wish ge te ce ts Palestine I would be grateful fr as full 
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a brief as pessible. 
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FROM THE SECRETARY OF STATE FOR THE COLONIES. 
re 


16479/35/48 
Cypher (0.T.P, ) 


20 PALESTINE (General Sir A. CunningRam) 
Sent 50th January, 1945. 12.45 hrs, 


No.d€4 Top Secret. 
My telegram No, 524, 


39143450 GYO934 91798Nd 


Ministerial approval has now deen given. Ko 


objection therefore to approsching Clerke in strictest 
conti cdenca. 


2. Your telegram No.160. Curren is here now for 
discussions, Will arrange for him to coms to Jerusalem 
on or about 8th February, and will inform you of exact 


time of errival, In view of your paragraph 1 presume 
his earlier arrival not desirable. 


saquaLafay 


Se I appreciate that it might be extremely 2:ficul 
for you to apare Briant, but it would be very helpful 
if he could come to London es acon a9 possinie to take 
part in discussions now proseading. You may, Aovwever, 


consider proposed visit might arouse intelilgont 
speculation. | 


4.  Debatled reply to your telegram Wo.150 follows 
88 S00n as possible, 
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De 44 Kr. Guteh 
seoretary of State ir. Mathieson 
P,8, to Minister of State ir. Higham 
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Sir c. Jeffries Mr. Butters 
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My telegram Ne, 35. 


Waight, Treasury Representative Middle sast, 
leaves Lenden teday 4th Pebruary on BeO.ACe flight 
15 A 92 arriving Vashington Thursday afterneen, 


sth February. He will stay about twe weeks in 
erder te discuss with yeu and aéwige Cadogan. 


2o Grateful if yeu would let oc 
abeut this. : eee 


3 Please arrange accomnedati 
Washingten. . ail 
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Dear/Burrows 


If you agree please 
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, ar areas Dear Edmund, 
I enclose herewith covies of one letter to Gordon 
OT Munro and thee to Curran, and one “to lroudigeele . 
oe Vou will see that I have sent Munro a covy of 
| Pe vour letter to Cadocan. T apologise for not setting vour 
; : op e e . 3 Ld 
ne af permission first, | Ong had better get it off 
ae 
\ as ouickly as possible since time is moving arainst us. 
ee In return no odfjection if vou like to send to Cadogan a 
cooy of my Letter to Munro. 
- T am sending a cooy or ¢ stter and enclosures 
Yours sincerely, 
an 
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A : Te, 
non nee 
ye 7 4, 
ol “ . ‘ 
es Sir Edmund He 
are Foreign Office. 
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22nd Jamery »s 1948. 
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Dear Curran, 
1 feel thet 


eipated and a6 you wi 


rans jordan herewith, we shell have peopl 


r the oer veginnin 


events ore moving perhaps even quicker 


ll see fram By Letter about 


shan f anti 


e from there in | 


aouasafay 


a 25th Januar {T am sure 4% 


Lonéon ove 
over during ehet week 


wory waluadle for you to come 


would be 
have to or ghree cave 


ghoulé think that you ought ¢o 


of she trans jordan businesse 
as to arrive nere Thurscey 


you on frursiey 


eané < 
Y should Like 


ta break the rok 


therefore, 0 fly back so 


YR 
We can shen ei sause with 


morning ct latest. 
Perry Gorden at any time from then 


vonday, 2nd Pebruary 
gubject so would 


and go inte action with 


until he flies to Amman on 
@ want to telegraph 


ke to give the attached letter to TroutbecK. 
e affair with 


¥ do no about this 
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Yours sincerely» 
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“ cele Usha Bes ne ome 22nd Jamary , 1988. 
; ’ ve Bey eae» cae Nea wat Bee sl Nes vy deny deck, 


Y have asked Curran to give this little letter to 


= 

you and to explain orally what is in the wind. Y think we ° 

e 

. whall badly need his help to do a fob of work betveen Jerusalen, ‘e) @ 


Amman and Bagdad ani in preparatinn we want him home for a 


few days. YT am asking him to be back here next Thuradcay. 


aes oe oe, - : ee = ; wee fe T do apologise for this short notice especially as 


¥Vaight is not at the moment with you. TI would have telegraphed 


earlicr but it is net a subject Y vant to telegraph sbout just 


PO989/ TLE 


yet, and evente are moving rather more quickly than we had 
die | | | i ee eee ae anticipated. 


| | Le ea eek oA ae = 7 ee Yours sincerely, 
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2let January, 1945. 
SAP S$ 


pear Curran, 


I think it is very probable that we shell have to 
call on you for a espacial fob lasting for perhaps three or 
four weeks end involving visite to Jerusalem and Transjordan. 


The reagon is that -e feel it will be neceasary st 5 
pretty early date to put Palestine out of the aterling area 
ané block Paleatine's sterling balances. The attached paver 
videh fe a draft of a paper circulated by the Chancellor to the 
Zeonomie Polley Committee - with very slicht alterations - gives 
the story and I do not believe T need add very mah. 


We have already consulted the Migh Coamissioner in 


Jerusalem and he has expressed agreesent in prineiple with 

what we are doing, tut begs that e Treaaury or Bank of 

Fngland representative should go to Peleatine to give advice 
and act in a lieison capacity for a short while before and 
during the transition pericd. Although we fully realise that 
you are not an Exchange Control exnert, we fesl thet you can 
give real help in this field and we here would find it 
extraordinarily aifficult to spere anybody to 79 out Just at 
nresente Tt may be that the High Comolssioner will be able to 
get help from Sweeting, but even so, | think we should want you 


£9 @Oc0« 


Y send vou this by sveecy airmail to get vou thinking 
on the subfect and 41¢ would be our intention within « tery 
faw deya of the receipt of this news to ask you to come home 
for a few days to get leat advice here and then to go back to 


Jerusalem @n@ carry on. 


Harry %. Ourrarig 5eGe, 
British Middle Sast Sffice, 
10, Sharia Tolumbet, 
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. The transjordan part of tha story is scarcely 
dealt with here and T will aend you something further on 
this as quickly as. posaibles - meanuhile this is “te pat you 
on warning and to have you thinking. 


T am afraid you mst look on this as absolutely 
Top Secret and you should not consult anybody at all about 
ite You will of vour own knowledge have some quite 
useful exnerience arlaing out of the mistakes sade by the 


Egyptions vhen sterling became 4 foreign aurrency fn Egvot, 
ag it will in Palestine, and also how to handle a limited 


amount of sterling availabie to residents in Egvrt. The 
oroblema will be quite comparable and although we should 
not exnect you to be resnonsible for the technical angle 
of matters, Y feel quite gure that your experience and 
general ability will give the Govermzent of Paleatine 
very great help in tackling their vroblexs with firmness 


and resolution. 


Yours sinoerely, 


(Sad) E-Rowe-Dutton 
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2ist Jamiary, 1948. 


Year Gordon, 


T am afraid we gholl have te bring vou in ¢o some 
extent to the Palestine trouble. 


J think thie fe reasonably clearly set out in the 
atteched naper and the éraft anneuneement which goes with it. 
Y alan enologe for convenience of reference cov of e letter 
of 13¢h January from WallePatch te Cadogan, of vhich the 


arbaggador haa had & anne 


vm, will see how cifficult it 1a going to be far 
Cedoean to deal with a1] thte without any help end T think 
we uet ask you to make one of your neople available to Fo 
up to help hime I do nat at this moment ask your 69 do 80, 
tut send vou these pavera to study 80 that the request will 


not come out of the blue. 


hat I ama sending vou is the @raft of a paver which - 
with triflic alterations - sag put up by the Ghencellor to 
économie Polley Cammittee end wes bleses/ty then. Tt was 


accompanied by enother much longer paper on 411 sorts of 
questions, which T hope to be able to send you in due courses 


T doubt whether T need elavorate at all on the reasons 


for putting Palestine out of the eterling areae Tt is 
nbviously a part of the whole avetem that we must be able to 
rely upon the efficiency and loyaltv of the lneal | xchanre 
Central on whose sayso we grant Collars to the resident in 


be area concerned for whst the loeal Control certifies has 


been vroper murpoaes. %o long as & esuntry is in the sterling 
area vva will realise thet ve are in a weak position to refuse 
any riven demand end we heve *9 aperate either by nersuagion 


ag in the osge of the Pominions or ny fixing a retion which 
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means pretty effeative control at the loesl erd to be sure 
that the ration 4s not exceeded, or by directions fron 


r 


Londen as in the case of the Colonies. The latter would 


obviously not be applicable when we have laid dow the 
Nenéate. 


Not only thet, but while the country 4a in the 
sterling area funds oan be freely remitted to that country 


Prom the U.%. If therefore it is in a leaking situation, 
you will see that 1% emld conceivably afford a loophole 
for funds attempting to set out of IY. 


Om that acore, T think sur cese is easy enough to 
argue and understand, although no douhs the Jewish elesent 
will he unhavny at the holding up of remittanoecs from this 
entry to thelr coebelligerents. Te see it however that 
such remittances in the end mean exports to Palestine and 


are tms a turden on our balance of payments which we ecsnnot 
affarde 


This leads straight on to the second part of the 
question, namely why ve should blook Palestine sterling balances. 
This is pretty fully arzued in the paper and aa you vill see 
the truth is thet they are heiny nun down far too quickly. 
Palestine has to import or does in fact imnort on far too 
heavy 3 scale aonsidering her own export potentialities. She 
has tbuallt up sterling balances curing the war because of var 
eancitions, including in particular the presence of British 
troppa in the country. nee they are vithdram she vill 
undoubtedly feel a draught and would 22> doubt lize to contime 
she imports on her present scale by drawinz down existing 


/dPalances 
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balances until they are exhausted. Ve cannot afford 


“unrequited exports" on that sort of scale and Palestine’ s 


condition when the balances were exhausted would be 
lamentable. 


There are plenty of headaches not only in this 
particular aspeat but in the other questions arising out 
of the laying down of the Mandate, and I feel pretty 
sure that the more the U.K.f.D. can study them and lend. its 


support both to the Embassy in general and Alee in particular 
as required, the better it would be. 


Yours sincerely, 


(Sed) B.Rowe-Dutton 
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TOP SECRET REASURY CHAMBERS. 
S e W. 1 eo 


cend January, 1948. 


Transjordan will have to leave the sterling area with 
Palestine because she uses Palestine currency (the Egypt/Sudan 
story over again). We know however that the Tranejordan 
authorities have for some time been considering the possibility 
of a currency change and we believe they are toying with the 
idea of adopting Iraqi dinars. This would be the most sensible 
arrangement, for a new separate currency would be a great 
extravagance for a country with a circulatian of some £13 mn 
and would take a year to introduce, whereas the change-over to 
Iraqi dinars could probably be made within three months at the 
outside. It would of course involve consultation with the 
Iraqis (we shall probably suggest to Transjordan that you should 
go to Bagdad and help them over this) and various teehnical 
arrangements in which you could assist. 


3914340 QY0D3Y4 91798Nd 


jo ds bs 


Meanwhile we shall have to consider how to ensure that 
Transjordan has adequate sup»vlies of Palestine curreney notes in 
the interim period, perhaps by getting the Ottoman Bank in Amman 
to hold a nest-egg. We shall have to arrange that the sterling 
arising from any redemption of notes presented in Trans jordan 
is paid to blocked account: otherwise there will be large-scale 
smuggling of notes from Palestine. 


aquasafay 


We hope it will not be too difficult to segregate Transjordan's 
commercial sterling belances, the bulk of which are probably held 
through the Palestine branches of the banks. We believe they 
amount to well under £1 mn and we do not propose to block them. 

But Trans jordan will have to introduce exchange control over sterling 
if she does not want to provide a loophole at the expense of her own 
sterling resources for money escaping from Palestine. 
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As soon as Transjordan starts using Iragi dinars (assuming they 
do) we shall have to readmit them to the sterling area (they could 
not use a sterling area currency and stay out any more than they 
could use a non-sterling area currency and stay in). 


We must then (or indeed earlier, as we shall in the meantime 
continue to mect their hard currency requirements) talk to them 
seriously about their exchange and import controls, which at the 
moment are deplorably inadequate. With Palestine out of the area this 
will matter much more than it does now. 
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All these, and various subsidiary questions, will need a good 
deal of thinking about and we hope to discuss them here with you and 
Pirie-Gordon from Amman next week. We shall also have to decide 
when to break the news to the Transjordan Government (their Frime 
Minister will be in London next week too). At some stage we shall 
certainly want you to visit Transjordan. Meanwhile this letter will 
give you some idea of the problems to be handled. 
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H.G. Curran, Esde, 
BeMB.0-, 
10, Sharia Tolumbat, 
Cairo. 
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SECRETARY OF STATE FOR FOREIGN AFFAIRS, 


Fite] yc . 


10, DOWNING STREET, 
WHITEHALL, 


26th January, 1948. 


% 


COPY OF MINUTE BY THE PRIME MINISTER. 


Reference: Foreign Secretary's minute to the 


Prime Mini 


er dated 24.1.48 about 


financial and economic questions resulting | 


from the withdrawal from Falestine. 


_ 


Copy also sent to: 


3914450 OQN00348 


NOONO1 


3914330 QY0934 9178Nd 


aouasafay 


39 OL LON - HdVADOLOHd LHDIYAdOD 


Sen aaa cee 


vay 


f 

4 
\ 
* 


ted by the Secretir; of State I 
re t minute from the Secretary of 
Nees 
elith January 
— 


AQ 


£ 
2° 
©c 
= 
2 
<= 
rw] 
& 
Cc 
Yo 
Pas) 
= 
S 
o 
O 
Oo 
2 
06 
£ 
S 
(°) 
Zz 


ec 


3014540 040038 


JQ178Nd FHL 40 NOISSIWH3d LAO 
B-HLIM ATWITHdVEDOLOKRd g39Nd 0s d34u 


NOOGNO) 


391330 QY0d3Y 9178Nd 


aouasafay 


39 OL LON - HdVYDOLOHd LHD IYAdOD 


te 


‘ 


os ES ~ ee et ee a we 
SS ne tes = —f 
. ee ae oa 
cee sae Ps iS ES 
eee ow oo end et 
e RS . 
cet - a: 
, , hg 
ie q ; : > 
; bem: 
CA. oy 
&RMR ie ? 
eee + eee 
‘ Pas, bas 


’ 
‘ 


Se (THIS DOU MENT IS THE SROPERTY OF HIS BRITANNIC MAgESTY'S GOVERNMENT ) 


2 me ee ore oe ame cae ume RE NE LE SS a ee ce cee eee SS SD MELTDOWN canes RON COR GANS SnD GENER cee iy cy Sa Gh TN SENT cme OES UR aS cee eos games ENE ec OE ames GD aD cen SD eC ses 


e 
CeN, (48) 56 COpY NO. ? 


LORD JANUARY, 1948 


CABINET | 
OVERSEAS NSGCTIATICNS CCNMMITTEE 


PALES TINE 


Note by the Secretary 


I circulate herewith, for the information of the 
Committee, the Report on the Financial ana Economic 
Questions arising from the withdrawal of British Authority 
from Palestine, wnich will be considered by the Economic 
Policy Committee on Tuesday, 27th January, 


This is the report prepared by the Committee 
(CoN. (48) 15) with subsequent amendments to 
paragraphs 31 - 38 (German Assets), 


(Signed) GM. WILSON 


Cebinet Office, S.Wei, 


ZORD JANUYRY, 1948, 
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SECRET 
22nd January, 1948 


CABINET 


FINANCIAL AND ECONOMIC QUESTIONS ARISING FROM TH 
WITHDRAWAL OF BRITISH AUTHORITY FROM PALESTINE 


REPORT OF THE OVERSEAS NEGOTIATIONS COMMITTEE 


Introductory 


THE Overseas Negotiations Committee were asked to prepare, for considera- 
tion by Ministers, a comprehensive paper on financial and economic questions 
arising out of the withdrawal of British authority from Palestine (C.M. (47) 
93rd Conclusions, Minute 1). 


2. This report has been prepared on the basis that as far as practicable it 
should be assumed that the United Nations plan will be put into effect. In 
fact, however, as far as can be foreseen, the Palestine Arabs supported by the 
Arab States will boycott the United Nations Commission and refuse to co-operate 
in the establishment of an economic union of Palestine administered by a joint 
economic board. Unless the Commission is furnished with a force by the United 
Nations for the maintenance of order, it seems likely that guerilla warfare and 
confusion will reign in the areas evacuated by British troops. The confusion may 
well be increased by the migration of Jews and Arabs from areas where they 
are in a minority. The Jews will probably have to defend themselves within 
an enclave limited by military requirements; the remaining part of Palestine 
will be in Arab hands but is unlikely to be constituted as an Arab State since 
this would represent acquiescence in the partition plan. Where, therefore, any 
breakdown of the United Nations Plan would vitally affect our financial and 
economic interest in Palestine the relevant portion of the report will point this 
out and the recommendations will take account of it. 


3. Very broadly the United Nations Plan provides: (a) that the mandatory 
Powers shall hand the administration of Palestine over to a Commission appointed 
by the United Nations which shall establish Arab and Jewish States and an inter- 
national State in the City of Jerusalem; (b) that these States shall be united 
in an economic union of Palestine among whose principal objectives will be a 
Customs Union and a Joint Currency system providing for a single foreign 
exchange rate; (c) that there shall be established a Joint Economic Board, whose 
functions will be to implement either directly or by delegation the measures 
necessary to realise the objectives of the Economic Union. Until the Joint 
Economic Board is functioning (if indeed it ever does) the United Nations 
Commission will have full responsibility for financial and economic administration. 


4. A separate submission is being made by the Treasury, proposing that—- 


(a) Palestine should leave the Sterling Area; 
(b) Palestine’s sterling balances should be blocked; and 
(c) the Palestine Currency Board should continue to operate for the present. 


he rest of this paper has been prepared on the assumption that these proposals 
are approved. (If Palestine’s sterling balances are to be blocked, it will be 
necessary for the Committee to consider the level of the releases to be made.) 


Oil Interests 

5. Palestine is highly important to the British oil position, since oil produced 
in Iraq by the Traq Petroleum Company is piped by them across Palestine to 
the Company’s tank farm near Haifa, from which they feed crude oil to the 
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Consolidated Refineries Limited. Approximately 2 million tons per annum of 
crude oil are now derived from this pipeline and 1 million tons each are shipped 
on British Companies’ account from Tripoli and the Persian Gulf. It is hoped 
that the refining capacity at Haifa will be increased to produce from 7-9 million 
tons per annum by 1951, using the increased quantities of crude oil which should 
flow through the new pipeline now under construction. 


6. The crude oil produced by the Iraq Petroleum Company is owned as 
to 474 per cent. by British interests, as to 232 per cent. by United States interests, 
as to 233 percent. by French interests, and as to 5 per cent. by a Mr. Gulbenkian. 
The Consolidated Refineries Limited are 100 per cent. British-owned. 


7. The Iraq Petroleum Company and Consolidated Refineries Limited 
operate in Palestine under agreements with the Palestine Government due to 
expire in January 2001 and October 2003, respectively. In the United Nations 
Plan of Partition with Economic Union, Chapter 3, paragraph 3 (d) stated 
‘* Commercial concessions granted in respect of any part of Palestine before such 
adoption of the resolution by the General Assembly shall continue to be valid 
according to their terms, unless modified by agreement between the concession- 
holder and the State.’’ The operation of the two companies should be protected 
by this article. The Iraq Petroleum Company have, however, a number of other 
agreements with the Palestine Government and Municipalities involving such 
considerations as mining rights, water projects, occupation of land, &c., which 
they would also wish to have safeguarded. 


8. Because of the shortage of refining capacity throughout the sterling area 
and the rest of the world, the loss of the refinery at Haifa, or any attempt by the 
local government to restrict or direct export of petroleum products, or to interfere 
with imports of machinery, raw materials and crude products, essential both for 
normal requirements and maintenance of the refinery and pipelines and for 
expansion schemes, would have a most serious effect on the oil situation in the 
sterling area. Palestine and other neighbouring States draw their requirements 
of petroleum products from the refinery at Haifa and interference with the 
production or the products would, therefore, also have serious repercussion on 
those States. It would also seem to be against the interests of a Jewish successor 
Government in Palestine to take any action which would close Haifa refinery 
or restrict its activities, since this would lose for them an important source of 
revenue. Current annual expenditure by the British Oil Companies on loading 
dues, taxes, rents, wages, purchase of local materials and capital costs is estimated 
at about £5-25 million, and will be considerably higher when the expansion 


schemes have been completed and are operating. 


9. At the moment the Refinery Company never owns the oil that it processes. 
It is remunerated on a fee basis and, as its sole shareholders are Companies 
that distribute the refined product, this fee may be less than would be charged 
by an outside concern. There is a possibility that the successor Government will 
be attracted by the opportunity of earning hard currency or gold presented by 
the existence of the refinery on its territory. Assuming that it respects the terms 
of the convention signed by the Mandatory Government in 1933, it cannot secure 
an appreciable return from the Company by way of taxation or port dues certainly 
unti! 1958 and probably not before the beginning of next century. 


10. The successor Government may, however, attempt to secure an exchange 
profit either by— 


(a) insisting that the Refinery Company increases its processing fee to the 
full ‘‘ economic ’’ level and receives some part of the fee in gold or 
hard currency, or 

(b) more likely—laying down that all oil refined in Palestine must be sold 
for dollars. 


Whether the successor Government will really give way to this temptation 1s 
unknown. If it did and succeeded the result would be extremely serious. The 
production of the Haifa refinery will increase during the next few years. If 
the oil companies have their way the British share alone will be 73 million tons 
in 1950 and the difference in cost between the crude oil intake (for which 
presumably we would charge Palestine dollars in the circumstances envisaged) 
and refined oil output is of the order of £20 million at present prices. 


11. Alternative 10(a) therefore would mean our paying a fair proportion 
of this amount in gold; alternative 10 (6) would mean paying in dollars for that 
proportion of the Haifa output that was consumed in the sterling area. 
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12. On the other hand, we are not without weapons with which to oppose 
such an attempt by the successor Government, e.g., (2) we could refuse to proceed 
with the expansion of the refinery and the pipeline across Palestine which this 
involves, (b) refineries wear out pretty quickly and we could in the last resort 
(and at considerable expense to ourselves) transfer the refinery elsewhere, 
(c) dollar-invoicing is a game at which two can play and Palestine must take 


an appreciable part of her imports from the sterling area 


13. For the moment it is difficult to see what can be done to ward off the 
prospect of the successor Government adopting such tactics. We certainly do 
not want to delay the expansion of Haifa longer than we are already likely to 
be forced to delay it by shortages of plant and material. On the other hand if, 
during the discussions, there is any hint that we are going to be faced with this 


sort of demand, His Majesty's Government should have early warning in order 
to reconsider the policy in regard to the refinery. 


13a. It should be mentioned that the Iraq Government have expressed 
anxiety about the future of the Haifa refineries in view of their interest in the 
exports of Iraqi oil through that port. 


138. The effect of the establishment of a Jewish State on the existing and 
projected pipelines also requires careful examination. Arab States may weil 
make difficulties over way-leaves of pipelines whose terminals are to be in the 


Jewish State. American pipeline construction may be difficult in Arab countries 
for some time to come. 


Recommendations 
14. It is recommended that Sir Alexander Cadogan should seek to establish 
with the United Nations Commission— 


(a) that all agreements between the Palestine Government and the Iraq 
Petroleum Company Limited and Consolidated Oil Refineries Limited 
respectively should be treated in accordance with Chapter 3, para- 
graph 8 (d), of the Plan of Partition with Economic Union, 7.e., that 


they shall continue to be valid according to their terms, unless modified 
by agreement between the concession-holder and the State; 

(b) that the British oil companies in Palestine should be free to export 
petroleum products to such destinations as they choose. 


It is further recommended that Sir A. Cadogan should be asked— 


(c) to give early warning of any hint that the Commission may be considering 
dollar-invoicing the products of the Consolidated Refineries Limited. 


Assets and Liabilities 
Fixed Assets in Palestine of His Majesty's Government 


15. Details of the value of the fixed assets constructed by the Service Depart- 
ments in Palestine have been requested from the Middle Fast but this information 
has not yet been received. It is believed that the bulk of the assets are sited 
on requisitioned, hired and expropriated land. Many of these assets are of 
military value only but others would have considerable civilian-use value. The 
Service Departments are endeavouring to sell the assets which have been con- 
structed on freehold land, but sales of assets of major political significance will 


nly be made with the concurrence of the Palestine Government. 


16. In the absence of the report referred to, only very tentative estimates 
of the value of the assets can be made, but the salvage value of assets constructed 
on hired, requisitioned or expropriated land is believed to be of the order of 
€2 million and the value to a willing purchaser would probably be substantially 


higher. 


17. It is the view of the Palestine Government that if titles remain in 
their present form, 7.e., vested in the High Commissioner, there might be a 
difficulty in asserting the rights of the Service Departments of His Majesty's 
Government in this land after the termination of the Mandate when the office 
of the High Commissioner will presumably cease to exist. This land was vested 
originally in the High Commissioner on behalf of the Service Departments 
concerned, presumably to avoid any question arising of challenge under Article 5 
of the Mandate, but it seems clear that the provisions of this article were not 
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intended to preclude ordinary acquisition of private rights to land, cf. leases 
granted to foreign consulates and the British Army in Palestine. 


18. It is the conclusion of the High Commissioner that the safest and most 
effective means of protecting the interests of His Majesty’s Government in this 
land is to vest it directly in the Service Department concerned, either by a 
special ordinance or otherwise, and he has so informed the Military Authorities 
concerned in Palestine. It is their policy to endeavour to sell off all immovable 
assets with the least possible delay but, both because this may mean considerable 
loss and because in the time and with the staff available it may not prove possible 
to dispose of ail property, some such method of protecting His Majesty’s 
Government’s interests appears necessary. 


Movable Assets 


19. The only known movable assets of His Majesty’s Government remaining 
in Palestine after the termination of the Mandate will be military stores. A 
detailed note on these is given in Appendix B. 


Liabilities of the Palestine Government 


20. The appointment of a United Nations Commission as an administering 
authority for the whole of Palestine to take over the administration of the country 
following the termination of the Mandate involves the question of the negotiations 
to be carried out for the surrender of the assets of the Palestine Government and 
the terms upon which such a surrender should be made. In such negotiations it 


is essential that clear distinction is drawn between the assets of the Palestine 
Government and the assets of His Majesty’s Government. 


21. The Commission will, no doubt, be guided by the financial clauses of 
the Plan of Partition with Economic Union and these present some difficulties 
as to the definition of the obligations of the Palestine Government, the means 
which would be available to honour the obligations taken over by the Commission 
and the handling and distribution of governmental movable and immovable assets. 


22. The assets of the Palestine Government might be summarised as 
follows :— 


(i) General revenue balances. 
(11) Funds for specific purposes. 
(111) Funds in respect of Public Debt. 
(iv) Government lands, buildings and stores. 
(v) Internal loans. 
(vi) Trust funds. 


(vil) Palestine 3 per cent. Defence Bonds and Palestine Savings Certificates. 


23. The liabilities of the Palestine Government might be summarised as 
follows :— 


(1) Budgetary e3 penditure until termination of the Mandate. 
(11) Public Debt. 


(111) Specific obligations in respect of the right of public servants, including 
pensions, compensations or gratuities. 
(iv) Specific obligations under Palestine Ordinances. 


(v) Contingent liabilities. 


24. These assets and liabilities are individually dealt with in Appendix B, 
except for the special problems arising on the Public Debt of Palestine and on 
Pension obligations, which are explained in the following paragraphs. 


25. The Public Debt of Palestine consists of :— 


(1) £P.3,600,000—8 per cent. Guaranteed Loan, 1962-67: 
(11) War Loan (Bearer Bonds), Ist, 2nd. 3rd and 4th issues, totalling 
£5,791,960. 


The 3 per cent. Guaranteed Loan, less stock redemptions, at 31st March, 1947, 
stood at £P.3,150,000. This stock is guaranteed as to principal and interest by 
the Treasury under an Act of Parliament of the United Kingdom of Great 
Britain and Northern Ireland entitled ‘‘ The Finance Act, 1939’ (24 and 25 
yeorge V, cap. 32). 


26. The operation of the Joint Economic Board to be set up under the Par- 
tition Plan makes provision for the service of the outstanding public debt of the 
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Palestine Government. An agreement with the United Nations Commission 
safeguarding the servicing of the 3 per cent. Guaranteed Stock and War Loans 
(Bearer Bonds) should be a major objective of our financial negotiations. 


Pension Obligations 


27. Palestine Government have pension obligations under Palestine 
Ordinances as well as obligations in connection with the Palestine Provident Fund, 
Widows’ and Orphans’ Pensions Fund. In addition, the Palestine Government 
have not yet finalised their views as to the payment of compensation and gratuities 
to public servants and to the police on termination of the Mandate. Preliminary 
views of the Government of Palestine have indicated that their proposals may 
involve a sum of £P.18 million on the basis of “ funding ’’ pensions. However, it 
may be possible to arrive at some more economical method of meeting the charge. 
The position of expatriate officers of the Palestine Civil Service will need careful 
consideration. In the main it is hoped that the majority will be found other 
employment in the Colonial Service but there may be a small residue who cannot 
be so placed for some while after the termination of the Mandate. 


Qualifications on Acceptance of Financial Obligation 


28. 3 (a) of Chapter 3 of the Report of the United Nations Ad Hoe 
Committee on the Palestinian Question imposes a qualification as to the financial 
obligations which the State shall respect and fulfil. While saying that all finan- 
cial obligations of whatever nature assumed on behalf of Palestine by the 
Mandatory Power during the exercise of the Mandate shall be respected and ful- 
filled, there is the important overriding condition that such obligations would be 
those recognised by the State. The United Kingdom delegation has reserved His 
Majesty’s Government’s position regarding any clauses in the Plan, and we must 
resist this qualifying condition to the extent of making the unqualified acceptance 


of the obligations of the Palestine Government a condition for the surrender of its 
assets. 


Means of Meeting Obligation 


29. Then there is the question of the means which the Commission will 
employ to meet certain charges arising out of the obligations taken over. As 
to the servicing of the public debt and the cost of superannuation benefits now 
being paid or falling due in future, the Partition Plan envisages these charges 
as being met from the common revenue of the Joint Economic Board. This pre- 
supposes that this Board will be set up and function satisfactoril 7; but this would 
appear to be a doubtful proposition in present circumstances. Should there be 
difficulties in setting up (a) the respective States, which seems probable in the case 
of the Arab State, and (6) the Economic Union, the Commission may not be in 
a position to implement its agreement to discharge the liabilities taken over unless 
there are safeguards against such a contingency. 


Recommendations 


30. It is recommended that in his negotiations with the United Nations 
Commission Sir Alexander Cadogan should ensure— 


(a) that a clear distinction is drawn between Palestine Government assets and 
assets of His Majesty’s Government, 

(6) that the vesting of land directly in the Service Departments is duly 
acknowledged as full and ‘clear title of His Majesty’s Govern- 
ment departments with freedom to dispose of such assets as may 


seem desirabie should they not be disposed of before the termination 
of the Mandate. 


It is further recommended that Sir Alexander Cadogan should be asked— 


(c) to discuss with the Commission plans for the safe custody of such stores 
left behind by the military, and for their movement to the Haifa 


enclave for subsequent evacuation, possibly an appreciable time after 
Ist August. 


It is further recommended that Sir Alexander Cadogan should he asked to 
establish the following principles :— 


(d) That the surrender of Palestine Government assets is conditioned on the 
unqualified acceptance of the liabilities incurred by the Palestine Gov- 
ernment (there is every indication that the liabilities will exceed the 
liquid assets). 
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(¢) That notwithstanding clause 2 of Section E of Chapter 4 of the 
U.N.S.C.0.P. Report (see footnote), as long as the mandatory period 
lasts, Palestine Government must be free to contro! the finances of 
Palestine as she deems necessary in the interest of Palestine as a whole, 
and 

(7) That adequate arrangements are made to indemnify His Majesty's 
Government in respect of their guarantee of Palestine 3 per cent. 
Guaranteed Stock, and for payment of superannuation benefits. 


German External Assets in Palestine 


31. The General Background.—By the decision of the Berlin Conference of 
July-August, 1845, it was decided that, ‘‘ the reparation claims of the United 
States, the United Kingdom and other countries to reparations shall be met .... 
and from appropriate German external assets.’’ By the provisions of Article 6 
of Part I of the Final Act of the Paris Conference on Reparation, ‘‘ each signatory 
Government shall, under such procedures as it may choose, hold or dispose of 
German assets within its jurisdiction in manners designed to preclude their 
return to German ownership or control and shall charge against its German 
reparation share such assets.’ Article 2 of Part IV of the Final Act states 
that ‘the signature of each contracting Government shall be deemed to mean 
that the effect of the present Agreement extends .... to territories under its 
protection or suzerainty or over which it at present exercises a mandate.” 
Under Article IF of the Final Act of the Paris Conference on Reparation, the 
Inter-Allied Reparation Agency must charge the reparation account of each 
Signatory Government for the German assets within that Government’s juris- 
diction, and each Signatory Government. is required to render a return of the 
value of such assets as defined under Article 6 of Part I of the Agreement. His 
Majesty’s Government signed the Paris Agreement on the 21st December, 1945, 
when it exercised a mandate over Palestine. Under the Final Act of Paris the 
share to be allocated to the United Kingdom (including all areas under its 
jurisdiction) of the total of German external assets, known as Category A, which 
are found to be available, is 28 per cent. This means in effect that the United 
Kingdom is entitled to 28 per cent. of the total of all German assets in all the 
eighteen countries signatory to the Final Act of Paris, which includes the United 


Kingdom, plus any other external assets, e.g., those made available in Neutral 
Countries. 


S 
s 


32. The position of German -assets in Palestine under the international 
arrangements described above, and His Majesty's Government's responsibility in 
regard thereto, is thus :— 


(1) While these assets are within His Majesty's jurisdiction— 


(1) His Majesty’s Government is required to see that German enemy 


assets in Palestine are so dealt with as to preclude their return 
to German ownership or control: 


11) His Majesty’s Government must ensure that, while these assets 
remain under her jurisdiction, as at present, the value of them 
is included in the United Kingdom returns to the Inter-Allied 
Reparation Agency; 

111) the Inter-Allied Reparation Agency is required to charge 


vw 


His Majesty’s Government’s share with the value of these 
German assets in Palestine; 


(iv) it is possible that His Majesty's Government may es ‘ape 
responsibility for accounting for such German assets in 
Palestine as remain unliquidated when Palestine ceases to be 
within His Majesty's jurisdiction, if it can be shown that 
circumstances have rendered His Majesty’s Government 
impotent in respect of these assets ; ; 


(v) all assets in liquid form at the time when Palestine ceased to come 


within United Kingdom jurisdiction would be accountable to 
T.A.R.A. by United Kingdom whether transferred or not. 


7 Norr.—During the period between the appomtiment of the United Nations Continission and 
the termination of the Mandate, the Mandatory Power shall, except mm respect of erdinary opera- 
tions, consult with the Comunission on any measure which it may coutemplate involving the 
liquidation, disposal or encinnberme of the assets of the Palestine Government, such as the 
accumulated Treasury surplus, the proceeds of Government bond issues, State lands or any other 
asset. 
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(2) All accountable German assets in Palestine are included by the Inter- 
Allied Reparation Agency in determining the total of Category A 
assets for reparation purposes, and all German assets in Palestine as 
defined for I.A.R.A. purposes are reparations. 


German katernal Assets under the Control of the Custodian of Enemy Property 
for Palestine | 


33. The total estimated value of these assets is £8°8 million, and there are 
additional assets of perhaps twice this value belonging to Germans interned in 
Palestine and in Australia, and other Germans resident in Germany. These 
latter assets, or the proceeds of their sale, may be released to such of the owners 
who may not be within the legal (Custodian) definition of ‘‘enemy.’’ Such 
released assets would not be accountable to the Inter-Allied Reparation Agency. 
After adjustments made under I.A.R.A. accounting rules for external assets the 
final sum hitherto considered as likely to be included ultimately in Category A 
in respect of German enemy assets in Palestine is £4 million. The amount of 
this at present in liquid form is probably less than £1 million. 


Steps taken by His Majesty’s Government to secure control and transfer of 
German enemy assets in Palestine 


34. The High Commissioner for Palestine has been asked to instruct the 
Custodian of Enemy Property for Palestine not to vest further any German 
property which may have to be released (¢.9., internees’ property). He has also 
been asked to consider measures whereby as much of the immovable property as 
possible can be liquidated. The High Commissioner has also been asked to advise 
on the possibility of transfer to the United Kingdom of all liquid assets now 
available and which become available as the proceeds of sale of assets. Arrange- 
ments have been made for an immediate visit to Palestine by a Treasury 
representative to investigate the position on the spot and see what steps it would 
be practicable and wise to take in the direction of liquidation of assets and 
transfer of the proceeds. 


Possible Financial Effects 


35. In the first estimate of German assets within the United Kingdom 
jurisdiction which has been made to the Inter-Allied Reparation Agency, the 
sum of approximately £2 million has been included on account of these assets. 
The provisions of the Paris Act enable us to adjust this estimate later according 
to the facts. The fact that we are obliged to account for assets, the value of 
which we know for certain, ¢.q., because they have been liquidated, but are unable 
in fact to secure the transfer to the United Kingdom Exchequer, would mean 
that our participation in other assets under Category A of Part I of the Final 
Act, would be reduced. One effect of this might be to reduce our share of Swiss 
francs derived from the disposal of German assets in Switzerland. This 
reduction would not be the equivalent of the value of German assets in Palestine 
which we had included in the I.A.R.A. return, but would definitely reduce our 
share to an extent which at the moment cannot be forecast. 


Jewish Claims for reparation payments 


36. The Jewish Agency have hitherto claimed that, as compensation for the 
sufferings of Jewry under the Nazis, Palestinian Jews should receive compensation 
out of reparation payments over and above that already provided for in the 
Final Act. This provision (Article 8, Part I) allocates $25 million from German 
assets in neutral countries, and non-monetary gold in Germany and other assets 
in Germany, making an overall total of approximately $30 million. Jewish 
propaganda will no doubt claim that morally the whole of German assets in 
Palestine should be earmarked for this purpose. The Jewish Agency has already 
been informed that contributions from reparations for the rehabilitation of non- 
repatriable victims of German action are governed by the Final Act of Paris. 
Any contribution to Palestine over and above the agreed Palestine share of 
reparation can only be made at the expense of His Majesty’s Goverment, whose 
responsibility it is to account for all these assets, the non-receipt of which would 
adversely affect the reparations receipts of the United Kingdom Exchequer. As 
these assets are reparations the Inter-Allied Reparation Agency has a responsi- 
bility to see that they are included in the total pool of Category A assets. 
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Conclusions 


. 37. His Majesty's Government’s interests would best be served financially 
if :— 
(a) All liquid assets were transferred out of Palestine and within the juris- 
diction of the United Kingdom, before the mandate was relinquished. 
(6) As much property as possible was henceforth liquidated before the 
mandate ended (provided that it is transferred as in (a) above). 
(c) In the arrangements to be made with the United Nations Commission, 
we secured the inclusion of a statement describing the international 
responsibilities as regards German assets in Palestine which remain 
unliquidated, and therefore not transferred as in (a) and (b) above, 
and also secured from the United Nations Commission a recognition 
of these responsibilities which, so far as it was able, the Commission 
would accept as dischargeable to the Inter-Allied Reparation Agency 
through His Majesty’s Government. (A primary responsibility is 
that these assets are so held or disposed of as ‘‘ to preclude their 


return to German ownership or control ’’—Article 6a, Part I of the 
Final Act of Paris.) 


It is clearly recognised that to take the lines described in (a) and (b) may, 
even with the most skilful presentation of the facts as to the position of these 
assets, and their setting within the field of international reparations relations, 
be the occasion for bitter accusations that we are robbing the Palestinians of 
German assets which belong to them. This is a matter which lies very close to 
the hearts of Jewish refugees from Germany in Palestine. There are several 
good answers which, in a reasonable atmosphere, should completely rebut such 
accusations, Viz. :—— 


(1) Provision has already been made out of reparation assets for suffering 
Jewry. The provision in the Final Act (Article 8) is relatively 
generous. It amounts to about $30 million which is equal to above 
5 per cent. of all Category A assets or to the combined shares of 
Norway and the Netherlands. 

(2) These assets should form part of the whole pool of German external 
assets and would be applied by the United Kingdom to meet the claims 


of all the colonies, some of whom were more hardly hit than Palestine, 
e.g., Malta. 

(3) Palestine, under the arrangements contemplated for dealing with the 
German assets under United Kingdom Jurisdiction, will receive her 
just proportion of the United Kingdom’s share of 28 per cent. 


38. A decision upon action designed to accomplish (a) and (6), and as to (c), 
turns very largely on what is found, particularly as regards (a), in Palestine 
by the Treasury representative to be practicable, and, so far as can be judged 
from the Palestine end, least likely to plunge the whole question into a hopeless 
atmosphere of unreason and prejudice. 

It is recommended that a final decision on implementing the policy which 
would best serve His Majesty’s Government’s interests financially, described in (a), 
(b) and (c) of paragraph 37, should await the report of the Treasury representative 
now in Palestine, it being understood that so far as can be determined at present 
any alternative to the policies advocated in (a) and (6) must definitely result 
in serious loss to the Exchequer some of which will be in terms of lower receipts 
of hard currency (Swiss francs from German assets in Switzerland). 


Palestine’s Membership of International Economic and Financial Bodies 


39. The Official Committee on Palestine are reviewing and making recom- 
mendations on all international obligations (including, e.g., membership of inter- 
national, economic and financial bodies) assumed by the United Kingdom on 
Palestine’s behalf. 


Safeguards for Commercial Interests 


40. We need to safeguard our commercial position in Palestine in the 
interim period between the laying down of the Mandate and the negotiation of 
long-term agreements with the successor States. Our object should be to negotiate 
an arrangement with the Commission which will safeguard our position, not 
only while the Commission is actually administering the territory, but for an 
interval thereafter sufficient to give us time to negotiate commercial treaties with 
the successor States. It follows that we shall have to try to persuade the 
Commission to place some restraints on the economic freedom of the new States 
for the first year or two of their existence. , 
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Treatment of Goods 


41. The protocol of provisional application ot the General Agreement on 
tarifis and trade does not extend to alestine until notice has been given in 
accordance with paragraph 2 of that protocol. It is undoubtedly in our interests 
that Palestine should apply the rules of the agreement on tariffs and trade. 
It is for consideration whether His Majesty’s Government should, while they 
are still responsible for the administration of Palestine, give notice in accordance 
with paragraph 2 of the protocol to extend the application of the General Agree- 
ment on tarifis and trade to Palestine. The Palestine Government are bein 
consulted on this point, but, subject to their views, it is proposed that we should 
give notice of the provisional application. If this proposal is approved, 
Sir Alexander Cadogan should presumably first inform the Commission that this 
is what His Majesty’s Government propose to do, since Palestine will obtain 
the tariff concessions negotiated at Geneva only if she in her turn makes her 
concessions effective, and seeks the agreement of the Commission to the adoption 
of this course, and to their carrying forward the application when they take 
over. The Commission should also be asked to ensure that in handing over to 
the successor States, if and when established, a similar undertaking valid for 
a period of at least two years should be obtained from them. 


’ 


‘42. We can support our request by reference to the fact that, under the 
terms of the Mandate, Palestine was bound to grant equality of treatment to the 
goods, nationals, &c., of all members of the League of Nations (and by a separate 
agreement to the United States) and that this had to be given even if one of the 
countries concerned discriminated against Palestine. The line our representative 
should therefore take with the Commission is that Palestine has always followed 
a policy of non-discrimination in commercial matters and it is hoped that the 
pony will be continued under the Commission’s régime, and further, that for the 
rst two years of their existence the successor States shall be under an obligation 
to grant most-favoured-nation treatment to all members of the United Nations 
that accord the same to them. 
_ The above general rule of non-discrimination would not be applied in such a 
way as to prevent Palestine making special customs agreements with neighbouring 


territories, cf. the existing preferential tariff arrangements with Syria and 
Lebanon. 


Treatment of Nationals, Companies, Shipping and Civil Aviation 


43. When the Mandate is terminated we shall have no treaty rights in 
Palestine for our nationals, their businesses or our shipping and civil aviation. 
In the long term these can only satisfactorily be safeguarded by the negotiation 
of a treaty of establishment and navigation with the successor States. It will not 
be practicable to negotiate detailed provisions with the U.N.O. Commission, and 
to cover the position in the interim period we shall have to rely on a modus vivendi 
expressed in fairly general terms. 


Recommendations 
44. It is recommended that Sir A. Cadogan should be asked— 


(a) on the treatment of goods, to discuss the question with the Commission 
on the lines proposed in paragraph 41; 

(6) on the treatment of nationals, companies and shipping, to secure an 
undertaking from the Commission that, while they are responsible for 
administering the territory, they will grant to United Nations 
nationals, including juridical persons. national and most-favoured- 
nation treatment in all matters pertaining to commerce, industry, 
shipping. civil aviation and other forms of business activity within 
Palestine, subject to the reciprocal grant of similar treatment in like 
matters by the United Nation concerned to Palestinian nationals. 
This undertaking would be understood to be subject to any exceptions 
customarily included in commercial treaties. Similarly the provisions 
with respect to reciprocity granted by each of the United Nations 
would be understood to be subject to the exceptions customarily 
included in the commercial treaties concluded by that State. The 

' Commission should also be asked to ensure that, in handing over 
to the successor States, if and when established. a similar undertaking 
valid for a period of at least two years is obtained from them. 
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Exports from Palestine which are Essential to the United Kingdom 
45. The main exports from-Palestine of interest to the United Kingdom 


(other than petroleum products covered in paragraphs 5-14) are :— 


a). Potash; 
b) Food-stuffs, mainly citrus fruit and fruit products. 


Separate notes on these are in Appendix C. 


Recommendations 


46. It is recommended that Sir A. Cadogan be asked to request the United 
Nations Commission to facilitate the exports of citrus and potash to the United 


Kingdom. 


Procurement of Food-stuffs and Fertilisers 


Food-stuffs 


47. The Ministry of Food has hitherto dealt with the programming, spon- 
soring and procurement of food supplies for Palestine. 


48. Requirements of bread grains and rice for part of 1948 have already 
been considered by the I.E.F.C. The Food Mission in Washington have been 
asked within the last week to submit to the I.E.F.C. requirements of oils and fats 
for Palestine, as part of general Middle East requirements. 


49. Certain quantities of the allocated foods for 1948 have been or are in 
course of being procured. Some small balances of Palestinian 1947 requirements 
yet remain to be shipped. 


Fertilisers 


50. The United Kingdom sponsors the requirements of the Colonies and 
Mandated Territories with the International Emergency Food Council in Wash- 
ington. The only fertiliser now under international allocation by that body 1s 
nitrogen and the allocation of this fertiliser to Palestine for the fertiliser season 
ending 30th June, 1948, is 2,667 metric tons of N. Of this total, the United 
Kingdom is to supply 1,267 tons, Belgium 1,100 tons and Norway 300 tons. 
United Kingdom deliveries are made through I.C.1. (Levant), but procurement of 
supplies within the Belgian and Norwegian allocations is made by the Palestine 
Government, with such guidance as may be required from His Majesty's Govern- 
ment. It has been the practice in the past for the Palestine Government to use the 
I.C.I. (Levant) for procuring all supplies of nitrogen, but recently Norway has 


appeared to be unwilling to continue this arrangement. 


Recommendations 
51. It is recommended that Sir A. Cadogan be asked— 


(a) to inform the United Nations Commission that we will maintain existing 
sponsorship, procurement and shipping of food and fertiliser supplies 
for Palestine which will be required up to 15th May, the latest date 
for the termination of the Mandate; . | 

(b) to inform the United Nations Commission that we will accept no direct 
responsibility for sponsorship, procurement and shipment of supplies 
required subsequently ; 

(c) if the United Nations Commission request us to continue as agents pro- 
curement and shipment of food supplies, to refer to the Foreign 
Secretary’s undertaking in the House of Commons on 12th December 
to render assistance to smooth out the transition, and to state that he 
must seek instructions, but to give no indication that we should be 
prepared to act as agents in this matter for any considerable period. 


52. Approval is sought for the following recommendations :— 
(a) Oil interests (paragraph 14). 
(b) Assets and liabilities (paragraph 30). 
(c) German assets (paragraph 38). 
(d) Safeguards for commercial interests (paragraph 44). 
(ec) Exports from Palestine (paragraph 46). | 
(f) Procurement of food-stuffs and fertilisers (paragraph 51). 


22nd January, 1948. 
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APPENDIX A 


STORES IN PALESTINE 


There are large quantities of military stores (Naval,*Army and Air ‘Force) 
in Palestine. A considerable proportion of these stores constitutes part of the 
approved maintenance and reserve stores for the Middle East garrisons and the 
Army generally, and with the existing and prospective stringency of financial 
provision for the Services the necessary replacement of such stores, if they had to 
be abandoned in Palestine, would be extremely difficult. It is essential that 
every effort should be made to withdraw all military stores, which we desire to 
retain, from Palestine as part of the general evacuation of that country by the 
Forces. 

The evacuation of military stores from Palestine has already begun and 
is to proceed pari passu with the general evacuation of the Forces through the 
four stages of Plan A, as recently approved by the Defence Committee and 
endorsed by the Cabinet. The latest review of the situation suggests that, provided 
conditions permit the planned orderly evacuation, it should be possible to withdraw 
the bulk of the stores required elsewhere. There will, however, be an additional 
quantity of some 150,000 tons of useful stores which would have been required 
had the Forces remained in Palestine. Immediate replacements will not be 
required elsewhere, and, since it is not possible to evacuate them, these stores will 
remain for local disposal by the Ministry of Supply. There is a considerable 
risk that we may lose even their disposal value. This is not a contingency 
which can be lightly accepted, and the Cabinet have agreed that special measures. 
including the appointment of an officer charged with this particular task, should 
be taken to facilitate first— 


(a) the collection and evacuation of military stores from Palestine: 
(b) the disposal of surplus stores in Palestine. 


There are two developments in the Palestine evacuation, the possible effects 
of which upon the stores question Sir Alexander Cadogan should be asked to bear 
in mind in negotiation with the United Nations authorities. First, it seems 
possible—and the Commanders-in-Chief, Middle East, think it is probable—that 
a considerable quantity of stores will in any case have to be left behind at various 
stages of the planned evacuation of troops. It is proposed that plans should 
be discussed by Sir Alexander Cadogan with a view to the safe custody of such 
stores left behind by the military, and («) to their movement to the Haifa enclave 
for subsequent evacuation, or (6) to their disposal, possibly an appreciable time 
after Ist August. Secondly, deterioration of conditions in Palestine as between 
the Jewish and Arab communities, the premature arrival of the United Nations 
Commission, or other factors. may enforce some telescoping of the military 
evacuation plan now approved in favour of a more rapid withdrawal upon the 
Haifa enclave. The Commanders-in-Chief, Middle Fast, foresee that any such 
contingency would probably mean a heavy additional abandonment of stores along 
the line of evacuation. In this event, too, it would be important that such 
provision as may be possible in the circumstances then existing should be made for 
(a) subsequent concentration and movement of the stores to be evacuated into the 
Haifa enclave, and their safe custody there pending shipment overseas; and (b) the 
subsequent disposal of the stores deckared for disposal. If a hurried evacuation 
were forced upon us through the United Nations Commission insisting upon what 
we regard as a premature arrival in Palestine, then there would be a powerful 
argument for insistence upon all possible facilities being provided for the 
evacuation of military stores which thus had to be temporarily abandoned. 

It is relevant also that the evacuation of military stores, on present plans, 
will be slowed down by the policy of His Majesty’s Government and the Palestine 
Administration not to interfere with the citrus trade, which is so important to 
Palestine’s economy; this consideration likewise affords ground for seeking some 

, guid pro quo as regards facilities for subsequent evacuation of stores. 
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APPENDIX B 


NOTES ON ASSETS AND LIABILITIES 

1. General Revenue Balances—These are estimated as likely to be of the 
order of £2 million at 31st March, 1948. This allows for some slight recession 
in revenue returns offset by savings in expenditure through inability to carry out 
the budgetary programme. This figure might well turn into a deficit if revenues 
slumped to an extreme degree. No forecast is possible as to the likely position 
of revenue balances at 15th May; given favourable conditions it may be possible 
to hold the position as at 31st March. 


2. ‘The funds for specific purposes include the following :— 


(i) Palestine Provident Fund. 

(ji) Palestine Widows’ and Orphans’ Pensions Fund. 
(iii) Palestine Post Office Savings Bank. 

(iv) Public Service (Supplementary Grants Board). 


(v) Renewals Funds—Ports. Posts and Telegraphs, Water Supply, «c. 


The foregoing, with the exception of (v), must be utilised to meet the 
obligations of the funds they relate to. In the case of (v) these funds (which 
amount to approximately £734,000) could be treated either as an asset of Govern- 
ment to be handed over or utilised foc appropriate expenditure on the services 
for which they were created. 


3. In addition to the sinking fund arrangements for the servicing of the 
3 per cent. Guaranteed Stock (dealt with in paragraph 12, the sum of £3,048,707, 
being the unspent balance of the various issues of War Loans (Bearer Bonds) 
has been invested by the Crown Agents in the interests of the bondholders. A 
further. £500,000, which had been earmarked for a specific purpose, is also 
being invested. 


4. Government land and buildings are proposed to be dealt with under 
the Partition Plan by allocating immovable assets to the Government of the 
territory in which they are situated. This may well present difficulties in the 
case of the proposed Arab State; but in our financial negotiations we should 
hand them over to the United Nations Commission as a Palestine Government 
asset and the Commission would be responsible for their subsequent disposal. 


5. Internal Loans, these consist in the main of loans to various municipali- 
ties, to Citrus growers, local councils, village communities and agricultural loans. 
The foregoing have been made from Palestine general revenues at interest on 
varying terms of repayment. ‘n addition, loans have been made to Municipalities, 
Railways and Ports from the proceeds of the War Loans (Bearer Bonds). These 
loans are assets of the Palestine Government for disposal as may be agreed. 
At 31st March, 1946, the loans from revenue totalled £P.5,245,206 while from 
War Loans (Bearer Bonds) loans of £P.1,282,000 had been made. 


6. Trust funds consist of Museum of Archeology Endowment Fund, 
Russian State Fund and Smith (B. C.), Trust Fund, which must be negotiated 
with the Commission in the light of the respective Trust deeds. 


7. Palestine 3 per cent. Defence Bonds and Palestine Savings Certificates 
were inaugurated under a Palestine War Loan Ordinance of 1941 for the purpose 
of lending the proceeds to His Majesty’s Government to meet war expenditure. 
These bonds and certificates were issued on prescribed terms of redemption; in 
the case of the 3 per cent. Defence Bonds, seven years from the date of purchase, 
and in the case of saving certificates the normal ten-year period. Farher repay- 
ment may be possible if this concession would secure satisfactory arrangements as 
to the servicing of the 3 per cent. Guaranteed stock, relieving His Majesty's 
Government of her guarantee on being given satisfactory indemnification as dealt 
with in paragraph 40. 
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to labour and material difficulties: but the result is reflected in the estimated 
General Revenue balance given. 


8. Budgetary expenditure may well not be possible on many projects owing 


7 : a eco t 
9. Obligations under Palestine Ordinances——There may well be a number 

of obligations under Palestine ordinances which may need to be given adequate 

cover. These, in the main, deal with requisitioned lands and compensation pay- 


ments and will require to be negotiated. The legal aspect generally in connection 
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with Palestine Ordinances is being dealt with by the Colonial Office and it 
mentioned here because certain financial obligations may arise for negotiation. 


10. Contingent liabilities. —It is difficult at this stage to envisage what may 
be contingent liabilities; but there may well be items of stores and supplies which 
may not be brought to account on the termination of the Mandate. Such claims 
must obviously fall to be met from Palestine assets. 


APPENDIX C 
A.—PALESTINE POTASH 


By a long-standing agreement with the Palestine Potash Company the whole 
output of potash is taken by His Majesty’s Government on a cost-plus 123 per cent. 
profit basis. This potash is used to meet in part the requirements of the United 
Kingdom, Dominions and Colonies, and the present arrangement continues the 
procedure approved by the International Emergency Food Council during the 
period when potash was subject to international allocation. Allocations of potash 
ceased on 30th June, 1947. The company, under a British and Palestinian 
Directorate, hold a concession for 75 years from 1934, granted by the High 
Commissioner on behalf of Palestine, and also by agreement with the King of 
Transjordan on behalf of that territory in which a part of the concession lies. 
Royalties are paid to Palestine and to Transjordan. 


2. The potash from the concession area contains a high percentage of K:O 
and this high-quality fertiliser is indispensable to the food production of the 
United Kingdom and the Empire. Potash of this quality to replace any short- 
fall on Palestine supplies cannot be obtained from other sources and it is essential 
to ensure that the existing supply arrangements, which are favourable to the 
company and to His Majesty’s Government. should be continued after the sur- 
render of the Mandate. His Majestv’s Government have supplied capital equip- 
ment and granted a loan to the company and it is largely due to the support given, 
and the assured market provided by His Majesty’s Government. that the company 
have been able to continue in operation and build up a sound position. 


3. Royalties under the terms of the concessions are paid to the Palestine 
Government and to the Transjordan Government. It ts assumed that the 
Palestine Government’s share of the royalties will be paid to the Commission on 
the termination of the Mandate. 


4. There is, in fact, likely to be interference with potash production, since, 
it is understood, that the works of the company are located partly in the Arab and 
partly in the Jewish proposed States. 


B.—Unrtep Kincpom Imports oF FOOD-STUFFS FROM PALESTINE 


1. These comprise the following estimated quantities for 1948 :-— 


Tons ’000 £7000 


Citrus fruit 1947-48 crop a 387 8.453 
b) Citrus fruit juices for soft drinks 2-1 376 
c) Concentrated orange juice (for 
Welfare Foods Scheme) oe 3°70 733 
d) Essential oils... eas Get 165,000 (tb.) 100 
) Wines (including sacramental 
wines) ... pe 


loud 


9) 


105,000 tons of the 1947-48 citrus fruit crop have been shipped, the balance 
remaining to be shipped up to April 1948. 
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2. Imported citrus fruits and products from Palestine are a large source 


of United Kingdom supplies, amounting to not less than 75 per cent. of United 


Kingdom citrus fruit imports and to 50 per cent. of requirements for soft drinks 
and the welfare service. ; 


3. Our citrus fruits are bought from individual shippers within the frame- 
work of an overall agreement with the Citrus Marketing Board. We should hope 
the Board would continue to function. If.it did not, we should have to buy direct 


from the shippers. The season ends in April and begins again in the late autumn. 
The fruit juices are bought through London agents. | 
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have political implications of great importance and 
strong adverse resections sre to be expected from 
the Jewish lobby in the United States of Anerica. 
i therefore think it advisable that these cuestions 
mould be discussed in Cabinet after they have been 


taken by the seconomic rolisy Committee. 
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References. We now have to communicate to Sir A. Cadogan and 


His Majesty's Ambassador at washington, the recommend- 
ations contained in E,P.C. papers 7 & 8 of January 

Sist within, as approved by the Cabinet. The Treasury 
agree to our communicating the papers as they stand 

to Sir A. Cadogan and I attach a draft despatch, to 

go urgently by air bag. 
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Action in regard to the most important section 
of the Cabinet decisions i.e. the exclusion of Palestineg 
from the sterling area and the blocking of her balances, 
is due to take place in little more than a week, on 
February Sth. Accordingly it will be necessary to 
telegraph imnediately to washington and New York, 
(How disposed of.) warning them of what is coming and instructing Lord 
DRI Inverchapel to explain the matter at a high level in 
Saar N the State Department. There will also be a telegram 
“in the Treasury series proposing the loan of Mr. Waite 
V for a short period to advise Sir A. Cadogan on these 
matters(— WW» harnew been Coens ) 2 
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(2) two telegrams to Washington 
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The Cabinet has decided that the State 
Department will have to be told at a high 
level in advance. The Secretary of State 
considered it to be of great importarice that 
simultaneously an approach should be made by 
the Kinbassy to the State Department and by 
the Treasury Delegation to the U.S. Treasury 
both at a high level. The Cabinet minutes 
did not mention any particular date; but it 
is the strong view of the Foreign Office 
that the Americans should be told a week 
beforehandXand this was, I am sure, the 
Secretary of State's intention. In order to 
assist Eastern Department I drafted the 
telegram at Flag A below. This is not the 
final copy and I understand there have been 
a few minor amendments. ¥ The treasury are at 
present insisting that the State Department 
Should only be given 24 hours notice owing 
to the danger of a leak. Mr. Wright is very 
anxious that the telegram should be issued 
by lunch today at the latest. I shall let 
you know the developments. Flag B is 
Kastern Department's despatch which has also 
been held up until Treasury clear it, 
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H. Trevelyan. 


2nd February, 1948, 
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The present position is as follows: 


1. Cabinet decision was that the 

washington Embassy should tell the State 

Department a week before action was takeri. ee ee ek a 

The Secretary of State had previously informed Him not Sp pa SE Ese at da te 
pa | Oumar oa ree me that he wished a simultaneous approach to i et ean eee ee eee 
Meh cn en eee eee eet a, be made to the U.S. Treasury by the U.K. | 
| Se eee oe Treasury Gelegation in Washington. The py dee ay 
ah iat oe LES iG a 22. Gabinet minutes did not mention the period ee ee. 
SY, Oe EE | which should elapse between telling the United i= 
ee ee : states Government and the action. perk aren ae 


a BO Ae eas : 2. The telegram at Flag A below was 

: i ee a ae drafted by me on behalf of Rastern Department 

| oe and has since been very slightly amended, 

though I have not got a copy of the final 

version. The despatch at flag B has been 

sent. The telegram at Flag A has not been ie As 
sent off, as the Treasury .iave strong objec- eae 
tion, on grounds of secrecy to informing the [iim 

state Department more than ou, hours before 

action.is taken. : 


ce 


ne 
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.3. For administrative convenience the 

| re ee er ee Treasury have decided to put off action from f 
< OW Gen EO | rebruary dth to February 15th. Foreign office 

ee haBtraised no objection and have agreed that ° 

Sir Alexander Cadogan is not likely to be 
embarrassed by this delay. They have pointed 
out, however, that it will be necessary to 
tell the Prime Minister of Transjordan before ses ee 
he leaves England at the end of this week. ark ae 
He will be returning to TransJjordan slowly ip Ea 
overland. One would have thought that the oe 
danger of a leak from the Prime Minister of ie 
Transjordan was considerably greater than the i 
danger of a leak from Mr. Roy Henderson, PO Oe ae 
Treasury apparently did not hold this view; eae ee. 
as they have raised no comment and apparently ee eT ee 
intend to stick to their plan. hg ete iste 
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NOTHING 


4. wastern Department have now suggested 
that a revised telegram should go to the 
Washington Wiibassy informing them of the 
situation, asking them whether they think that 
Serious reactions are to be expected in the 
U.S. anu whether, in the light of their es 
aopreciation, they think it desirable to tell (ANENEaM 
the State Departinent more than oh hours before 7=aauaaamm 
action. ee 
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° ee ee eee 5. Telling the State bepartment only 2) er 
AE EG he hours before is presenting them with a fait a a 
accompli and is not in fact consultation. Sect an ee Che ene 
This is the responsibility of Hastern Jepart- acres a ee eee Peony eee 
ment and we may support thelr recommendation Pe Bas ee ag rs er ee. 
to obtain the Ambassador's opinion in the firs (Re Pi er ee ee a 
instance. Owing to the postponement @f the Ce oe 
date there is @a time to do this. GPa eh, ea oh 


- ; ‘ ub 


Pe : - ge | ith “ebruary, 196. , eee Cee ee : on _ 


7 


v : 
5 so : toe . Ne Ene ‘ <s . : ae rome a4 Bye a " : : . 4 


BEE 


Minutes. 


This question was discussed by. the 
Secretary of State with the Chancellor of 
the Exchequer to-day in the presence of Sir 
Wilfrid Eady and myself. 


The Chancellor maintained that the 
United States should only be informed of 
what we proposed to do twenty-four hours 
before the announcement. It was pointed out 
to him that this was very short notice and 
that the timing was very awkward. Trouble 
was expected in the discussions at the 
U.N.O. Commission in New York and unless the 
State Department were given some warning 
of what we proposed to do in the financial 
field it would be difficult for them to 
handle any difficulties which might arise. 
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The Secretary of State suggested that, 
as lir. Creech Jones was going out to dis- 
cuss Palestine at the U.N.O.: Commission and 
in connexion with those discussions would 
have to gee Mr. Marshall, he should take 
this opportunity of warning Mr. Marshall of 
what we had in mind about excluding Palestine 
from the sterling area. ‘This Should ensure 
secrecy. In subsequent discussion it was 
pointed out that Mr. Marshall woula be un- 
likely to appreciate the implications of 
this question and would ask for advice from 
his officials. This was the point at which 
the danger of leakage would arise. 


THIS MARGIN. 
aouaLsafay 


It was then suggested that if we warned 
ir. L. Henderson in confidence of what was 
Proposed just before lhir. Creech Jones spoke 
to Mr. Marshall it would be possible for lLir. 
Marshall to be fully informed on the subject 
when it was raised by Mr. Creech Jones. 


It was left 


(a) that a full brief woula be prepared 
for Mr. Creech Jones, and 


3914350 0409348 
NOISSIWY3d LNO 


Z 
i 
: 
ts 
> 
Ww 
m 
P 
LU, 
Z 
z= 
O 
Z 


(b) that the Foreign Office woulda warn 
the Ambassador of what was afoot 
so that he could make arrangements 
after lir. Creech Jones arrived in 
America,with Mr. Henderson ,or 
Otherwise, to ensure that Mr. 
Marshall was aware of the subject 
before Mr. Creech Jones spoke to 


him,and that the necessary secrecy 
was maintained. 
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I asked that the Foreign Office should 
be kept fully informed of developments 


and provided with any brief prepared for Mr. 
Creech Jones. 


AS regards the notification to rang 
Jordan, the Secretary of State thought it 
advisable not to make any notification to 


IN THIS MARGIN. 


WRITTEN 


Wl 
m 
O 
F 
0 
é 
T 
b 
eo) 
Z 


the Transjordan Prime Minister here, but to 
send our man who is here back fully briefed 
so that Kirkbride could notify the King. 


Would Mr. Trevelyan please keep in touch 
ith Eastern Department and with the Treasury 
n this subject? 


(ec Sepry abe braw~wte 
dB fen © 
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Exclusion of Palestine from the Sterling Area 
and Blocking of Palestine Balances 


Sir E. Hall-Patch's minute of February 4th 
records the result of a discussion between the 
Secretary of State and the Chancellor of the Exchequer 
regarding the advance notice to be given to the United 
States Governnent of our intentions in this matter. 

The decision was that the Colonial Secretary should 
inforin Mr. Marshall personally and that H.l. Ambassador 
at Vashington should be authorised to let the State 
Department know the subject of our communication 
shortly before the Colonial Secretary made it. 


I have been in touch with the Colonial 
Secretary's private office in order to ensure that 
his travelling arrangenents will be such as to allow 
him to make this communication in time. action is 
due to be taken on the night of February 14/15th and 
Colonial Secretary's present intention is to catch 
the "Aguétania’ on Sunday, February 8th. This would 
get him to Halifax, all going well, on Friday , 
February 13th. At this time of year this cannot be 
relied on and, even if the ship arrived on time, 
arrangements would have to be made for a special ‘plane 
to fly him fron Halifax to Jjashington. liven with this 
very tight time-table the Colonial Secretary would only 
be able to deliver his communication a bare twenty-four 
hours before our action and probably not until Saturday, 
the 1luth, which would be less than twenty-four hours. 
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The Colonial 3ecretary is, I gaa informed, very 
conscious that he has taken on the responsibility of 
maxing this couwdaunication and his Private Secretary 
proposes to get into touch with the Treasury and 
Foreign Office about co-ordinating ir. Creech-Jones' 
travelling arrangements. It seems that, if the 
decision recorded in Sir & Hall-Patch's minute is to 
be acted upon, the Colonial Secretary would have to fly 
during the course of next week instead of going by boate 


O20 8 Senee 


JeGeS. BHITH, 


5th February, 1948. 
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Notification to the state Departinert of H-M-G- 
intentior to exclude Palestine anc Transjorcan from 
the sterlin;:; area Eth. 


7 


ao Troi Mebruary 


There will be found attacheu two arart tele.raius to 
Washington prenared in accorcance with a Cetinet cecision of 
Junuary uth to the eftect thet the U.s- Government sroula be 
informed in confidence, in advance of any public announcenient, 
of the decision to exclude Palestine anc Transjorcan from tne 
sterlin,; area- Copies of these Grafts were sent to the 
Mreasury lor concurrence before the weenena but the latter 
have felt unable to avree to sive as much au a weer 's notice 

tne U.s. Goverment. Ties are only prepared to give 


hours’ notice anu the Chancellor has 
the secretary of state in this sense 
could only give ebout < cays! notice 


today written a letter 
As thins are now, 
in env case, since 
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the action of exclusion tukes effect froin the night of 
February 7th-—-8th. 


ive PsOs Ori cine ly sug vested: giving, & wee:z'» notice 
on the asswiption that the Cebinet Gecisior meant that the 
state Department should be Jiven the courtesy of aueyus te 
notice and not presented witn a virtual fait accompli. on 
the other henu the Yreasury taxe the line thst there is such 
serious uanger of leakase in the U.u. that we cannot afford 
the risk of adverse el’tects on the Palestine balances. 
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Much cepenas on the reliebility of the state Department a 
to whion the comiwunication is maue. hin Wright's 

view iv that we can trust Mr. Loy Henaerson completely in 

such. @ matter. Rut there is always of course a reliote 

posoeibility of a leak. 


official 


The #.Q. have pressec for edeywuute advance notice 
because of the possihility that the U-o-. Governnuent would be 
seriously enlbarrasced by dcewish pressure fs 4 result of our 
action. It was thoushit that we shouic jive the Americans a 
chance to prepare themselves for such presoure, #rmec wa th 
our exDlanaution of the necessity for this gcetion- rrie 
iinimwa. advence notice in such & Cave woule be about 3 aays.- 
Tt is nevertheless Guestiorneble whether we can presse our 
demands in this sense to the limit if tne Yreasury can nhow 
that sueh notice woulu involve the rick or serious financial 
lose» to H.hi.G. 
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Trans jordan from the s 
na the blockin 
tine sterling palances. 


I now submit telegrams to Washington , 
the U.«. Delegation, New York and Amman containing 


final instructions with regard to the prior 
notification of the U.S. and Trans jordan Governments. 


These drafts have been agreed with the Treasury. 


The postponement of action until 1 a.m. 
on 22nd February will enable the Colonial Secretary 


to make a personal communication in advance to 
It should also 
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Mr. Marshall as previously proposed. 
notice to the 


enable Sir A. Kirkbride to give prior 
but as the latter is only 


Trans jordan Prime Minister, 
h February it will not leave 


—_ 30: 
. 
oe Net ase: 


due back at Amman on 49% 
much time to agree a statement. There is also of 


course the very real danger of leakage, now that action 
has been deferred yet another week. If a serious 
leakage did occur the Treasury would have to take 
immediate action and this 1s explained in these drafts. § 
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CABINET 


FINANCIAL AND’ ECONOMIC GUESTIONS RESULTING FROM 
THE WITHDRAWAL FROM PALESTINE 


aquarafay 


Note by the 


I circulate, for consideration by the Cabinet, 
two memoranda by the Chancellor of the Exchequer on the 
financial and economic questions resulting from the 
withdrawal from Palestinég. 

The recommendations made in these papers were 
endorsed by the Economic Policy Committee on 


e/th Januerye 
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10, Downing Street, S.W.1. 
27th January, 1948. 
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SECRET 


E.P.C. (48) 7 
21st January, 1948 


CABINET 


Economic Policy Committee 


FINANCIAL AND ECONOMIC QUESTIONS RESULTING FROM THE 
WITHDRAWAL FROM PALESTINE 


MEMORANDUM BY THE CHANCELLOR OF THE EXCHEQUER 


I attach for the consideration of my colleagues the report of the Overseas 

Co lan . ce Negotiations Committee on financial and economic questions arising out of the 

ME re ee rie enon withdrawal of British authority from Palestine, for which the Cabinet asked 
ie ode ao at their meeting on 4th December (C.M. (47) 93rd Conclusions, Minute 1). 


2. It will be observed from paragraph 4 of the report that the following 
three questions are dealt with in a separate memorandum which is being circulated 


as E.P.C. (48) 8 :-— 


(i) Should Palestine leave the sterling area ? 
(11) Should Palestine sterling balances be blocked ? 
(iii) Should the Palestine Currency Board continue to operate ! 


3. The following is a statement of the recommendations for which approval 
is desired :— 
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A.—Ou Interests (paragraph 14) 
It is recommended that Sir Alexander Cadogan should seek to establish with 


the United Nations Commission that :— 


(a) All agreements between the Palestine Government and the Iraq Petroleum 
Company Limited and Consolidated Oil Refineries Limited, respec- 
tively, should be treated in accordance with Chapter 3, paragraph 3 (d), 
of the Plan of Partition with Economic Union, 7.e., that they shall 
continue to be valid according to their terms, unless modified by 
agreement between the concession-holder and the State. 

(b) The British oil companies in Palestine should be free to export petroleum 
products to such destinations as they choose. 


It is further recommended that Sir A. Cadogan should be asked :— 


(c) To give early warning of any hint that the Commission may be considering 
dollar-invoicing the products of the Consolidated Refineries Limited. 
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B.—A ssets and Liabilities (paragraph 30) 


It is recommended that in his negotiations with the United Nations Commis- 
sion Sir Alexander Cadogan should ensure that :— 


(a) A clear distinction is drawn between Palestine Government assets and 
assets of His Majesty’s Government. 

(b) That the vesting of land directly in the Service Departments is duly 
acknowledged as full and clear title of His Majesty’s Government 
Departments, with freedom to dispose of such assets as they may deem 
desirable should they not be disposed of before the termination of 


the Mandate. 
It is further recommended that Sir Alexander Cadogan should be asked :— 


(c) To discuss with the Commission plans for the safe custody of such stores 
left behind by the militarv, and for their movement to the Haifa 
enclave for subsequent evacuation, possibly an appreciable time after 
Ist August. 


It is further recommended that Sir Alexander Cadogan should be asked to 
establish the following principies :— * 


ECU Ro 4 HG (d@) That the surrender of Palestine Government assets is conditioned on the 
UE he hace eet eae unqualified acceptance of the liabilities incurred by the Palestine 
oan a oh ye 348324 
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Government (there is every indication that the liabilities will e 


ee 
the liquid assets). 


of Chapter 4 of U.N.S.C.O.P. 
datory period lasts, Palestine 
finances of Palestine as she 
he as a whole, and | 
to indemnify His Majesty’s Gov- 
antee of Palestine 3 per cent. 
of superannuation benefits. 


deems necess 


(f) That adequate arrangements are made 


ernment in respect of their guar 
Guaranteed Stock, and for payment 


C.—German A ssets (paragraph 38) 


It is recommended that a final decision on implementing the policy which 
would best serve His Majesty’s Government’s interests financially, described in 
(2), (b) and (c) of paragraph 37, should await the report of the Treasury repre- 


sentative now in Palestine, it being understood that so far as can be determined at 


present any alternative to the policies advocated in (a) and (b) must definitely 
result in serious loss to the I’xchequer, some of which will be in terms of lower 


receipts of hard currency (Swiss francs from German assets in Switzerland). 
D.—Safeguards for Commercial I nterests (paragraph 44) 
It is recommended that Sir A. Cadogan should be asked :— 


(2) On the treatment of goods, to discuss the question with the Commission 
on the lines proposed in paragraph 41. 


(6) On the treatment of nationals, companies and 


undertaking from the Commission that, while they are responsible for 
administering the territory, they will grant to United Nations 
nationals, including juridical persons, national and most-favoured- 
nation treatment in all matters pertaining to commerce, industry, 
shipping, civil aviation and other forms of business activity within 
Palestine, subject to the reciprocal grant of similar treatment in like 
matters by the United Nation concerned to Palestinian nationals. 
This undertaking would be understood to be subject to any exceptions 
customarily included in commercial treaties. Similarly the provisions 
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shipping, to secure an 
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with respect to reciprocity granted by each of the United Nations 


would be understood to be subject to the exceptions customarily 
included in the commercia] treaties concluded by that State. 


Commission should also be asked to ensure that, in handing over to the 
successor States, if and when established, a similar undertaking valid 
for a period of at least two years 1s obtained from them. 

E.—Exports from Palestine (paragraph 46) 


It is recommended that Sir A. Cadogan be asked to request the United 
Nations Commission to facilitate 


the exports of citrus and potash to the United 
Kingdom. 


F.—Procurement of Food-stuffs and Fertilisers (paragraph 51) 
It is recommended that Sir A. Cadogan be asked :— 


(a) to inform the United Nations Commission that we will maintain existing 


Sponsorship, procurement and shipping of food and fertiliser supplies 


for Palestine which will be required up to 15th May, the latest date for 
the termination of the Mandate; 


(6) to inform the United Nations Commission that we will accept no direct 


responsibility for Sponsorship, procurement and shipment of supplies 
required subsequently ; 


(c) If the United Nations Commission r 
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equest us to continue as agents pro- 
curement and shipment of food supplies, to refer to the Foreign 


Secretary’s undertaking in the House of Commons on 12th December 
to render assistance to smooth out the transition, and to state that he 
must seek instructions, but to give no indication that we should be 
prepared to act as agents in this matter for any considerable period. 
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R. 8. C. 
Preasury Chambers, SW. 1, 
21st January, 1948. 


NOTE.—During the period between the appomtment of the 
and the termination of the Mandate, the Manditory Power shall, ; 
operations, consult with the Comunission on any measure which it may contemplate involving 
the liquidation, disposal or encumbering of the assets of the P 


nlestine Government, such as the 
accumulated Treasury surplus, the proceeds of Government bond issues, State lands or any other 
assets, 


United Nations Commission 
except in respect of ordinary 


SECRET 
22nd J anuary, 1948 


CABINET 


FINANCIAL AND ECONOMIC QUESTIONS ARISING FROM THE 
WITHDRAWAL OF BRITISH AUTHORITY FROM PALESTINE 


REPoRT OF THE OVERSEAS NEGOTIATIONS COMMITTEE 


Introductory 


THE Overseas Negotiations Committee were asked to prepare, for considera- 
tion by Ministers, a comprehensive paper on financial and economic questions 
arising out of the withdrawal of British authority from Palestine (C.M. (47) 
93rd Conclusions, Minute 1). 


2. This report has been prepared on the basis that as far as practicable it 
should be assumed that the United Nations plan will be put into effect. In 
fact, however, as far as can be foreseen, the Palestine Arabs supported by the 
Arab States will boycott the United Nations Commission and refuse to co-operate 
in the establishment of an economic union of Palestine administered by a joint 
economic board. Unless the Commission is furnished with a force by the United 
Nations for the maintenance of order, it seems likely that guerilla warfare and 


confusion will reign in the areas evacuated by British oe The confusion may 
r 


well be increased by the migration of Jews and Arabs from areas where they 
are in a minority. The Jews will probably have to defend themselves within 
an enclave limited by military requirements; the remaining part of Palestine 
will be in Arab hands but is unlikely to be constituted as an Arab State since 
this would represent acquiescence in the partition plan. Where, therefore, any 
breakdown of the United Nations Plan would vitally affect our financial and 
economic interest in Palestine the relevant portion of the report will point this 
out and the recommendations will take account of it. 


3. Very broadly the United Nations Plan provides: (a) that the mandatory 
Powers shall hand the administration of Palestine over to a Commission appointed 
by the United Nations which shall establish Arab and Jewish States and an inter- 
national State in the City of Jerusalem; (b) that these States shall be united 
in an economic union of Palestine among whose principal objectives will be a 
Customs Union and a Joint Currency system providing for a single foreign 
exchange rate; (c) that there shall be established a Joint Economic Board, whose 
functions will be to implement either directly or by delegation the measures 
necessary to realise the objectives of the Economic Union. Until the Joint 
Yconomic Board is functioning (if indeed it ever does) the United Nations 
Commission will have full responsibility for financial and economic administration. 


4. A separate submission is being made by the Treasury, proposing that— 


(a) Palestine should leave the Sterling Area; 
(b) Palestine’s sterling balances should be blocked; and 
(c) the Palestine Currency Board should continue to operate for the present. 


The rest of this paper has been prepared on the assumption that these proposals 
are approved. (If Palestine’s sterling balances are to be blocked. it will be 
necessary for the Committee to consider the level of the releases to be made.) 


Oil Interests 

5. Palestine is highly important to the British oil position, since oil produced 
in Iraq by the Iraq Petroleum Company 1s piped by them across Palestine to 
the Company's tank farm near Haifa, from which they feed crude oil to the 
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Consolidated Refineries Limited. Approximately 2 million tons per annum of 
crude oil are now derived from this pipeline and 1 million tons each are shipped 
on British Companies’ account from Tripoli and the Persian Gulf. It is hoped 
that the refining capacity at Haifa will be increased to produce from 7-9 million 
tons per annum by 1951, using the increased quantities of crude oil which should 
flow through the new pipeline now under construction. | | 


6. The crude oil produced by the Iraq Petroleum Company is owned as 
to 474 per cent. by British interests, as to 233 per cent. by United States interests, 
as to 232 per cent. by French interests, and as to 5 per cent. by a Mr. Gulbenkian. 
The Consolidated Refineries Limited are 100 per cent. British-owned. 


7. The Iraq Petroleum Company and Consolidated Refineries Limited 
operate in Palestine under agreements with the Palestine Government due to 
expire in January 2001 and October 2003, respectively. In the United Nations 
Plan of Partition with Economic Union, Chapter 3, paragraph 3 (d) stated 
“* Commercial concessions granted in respect of any part of Palestine before such 
adoption of the resolution by the General Assembly shall continue to be vaud 
according to their terms, unless modified by agreement between the concession- 
holder and the State.’’ The operation of the two companies should be protected 
by this article. The Iraq Petroleum Company have, however, a number of other 
agreements with the Palestine Government and Municipalities involving such 
considerations as mining rights, water projects, occupation of land, &c., which 
they would also wish to have safeguarded. 


8. Because of the shortage of refining capacity throughout the sterling area 
and the rest of the world, the loss of the refinery at Haifa, or any attempt by the 
local government to restrict or direct export of petroleum products, or to interfere 
with imports of machinery, raw materials and crude products, essential both for 
normal requirements and maintenance of the refinery and pipelines and for 
expansion schemes, would have a most serious effect on the oil situation in the 
sterling area. Palestine and other neighbouring States draw their requirements 
of petroleum products from the refinery at Haifa and interference with the 
production or the products would, therefore, also have serious repercussion on 
those States. It would also seem to be against the interests of a Jewish successor 
Government in Palestine to take any action which would close Haifa refinery 
or restrict its activities, since this would lose for them an important source of 
revenue. Current annual expenditure by the British Oil Companies on loading 
dues, taxes, rents, wages, purchase of local materials and capital costs is estimated 
at about £5-25 million, and will be considerably higher when the expansion 


schemes have been completed and are operating. 


9 At the moment the Refinery Company never owns the oil that it processes. 
it is remunerated cn a fee basis and, as its sole shareholders are Companies 
that distribute the refined product, this fee may be less than would be charged 
by an outside concern. There is a possibility that the successor Government will 
be attracted by the opportunity of earning hard currency or gold presented by 
the existence of the refinery on its territory. Assuming that it respects the terms 
of the convention signed by the Mandatory Government in 1933, it cannot secure 
an appreciable return from the Company by way of taxation or port dues certainly 
until 1958 and probably not before the beginning of next century. 


10. The successor Government may, however, attempt to secure an exchange 
profit either by— 


(a) insisting that the Refinery Company increases its processing fee to the 
full ‘‘ economic ’’ level and receives some part of the fee in gold or 


hard currency, or | 
(b) more likely—laying down that all oil refined in Palestine must be sold 


for dollars. 


Whether the successor Government will really give way to this temptation is 
unknown. If it did and succeeded the result ould be extremely serious. The 
production of the Haifa refinery will increase during the next few years. If 
the oi] companies have their way the British share alone will be 73 million tons 
in 1950 and the difference in cost between the crude oil intake (for which 
presumably we would charge Palestine dollars in the circumstances envisaged) 
and refined oil output is of the order of £20 million at present prices. 


11. Alternative 10(a) therefore would mean our paying a fair proportion 
of this amount in gold; alternative 10 (6) would mean paying in dollars for that 
proportion of the Haifa output that was consumed in the sterling area. 
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| 12. On the other hand, we are not without weapons with which to oppose 

P such an attempt by the successor Government, e-g., (@) we could refuse to proceed 
with the expansion of the refinery and the pipeline across Palestine which this 
involves, (b) refineries wear out pretty quickly and we could in the last resort 
(and .at considerable expense to ourselves) transfer the refinery elsewhere, 
(c) dollar-invoicing is a game at which two can play and Palestine must take 
an appreciable part of her imports from the sterling area. 


13. For the moment it is difficult to see what can be done to ward off the 
prospect of the successor Government adopting such tactics. We certainly do 
not want to delay the expansion of Haifa longer than we are already likely to 
be forced to delay it by shortages of plant and material. On the other hand if, 
during the discussions, there is any hint that we are going to be faced with this 


sort of demand, His Majesty’s Government should have early warning in order 
to reconsider the policy in regard to the refinery. 


13a. It should be mentioned that the Iraq Government have ex ressed 
anxiety about the future of the Haifa refineries in view of their interest in the 
exports of Iraqi oil through that port. 


138. The effect of the establishment of a Jewish State on the existing and 
projected pipelines also requires careful examination. . Arab States may well 


make difficulties over way-leaves of pipelines whose terminals are to be in the 
Jewish State. American pipeline construction may be difficult in Arab countries 


for some time to come. 
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Recommendations 
14. Itis recommended that Sir Alexander Cadogan should seek to est 
with the United Nations Commission— 


(7) that all agreements hetween the Palestine Government and the lrag 
Petroleum Company Limited and Consolidated Oil Refineries Limited 
respectively should be treated in accordance with Chapter 3, para- 
eraph 8 (d), of the Plan of Partition with Economic Union, 7.e., that 
they shall continue to be valid according to their terms, unless modified 
by agreement between the concession-holder and the State; 

(v) that the British oil companies in Palestine should be free to export 
petroleum products to such destinations as they choose. 


It is further recommended that Sir A. Cadogan should be asked— 


(c) to give early warning of any hint that the Commission may be considering 
dollar-invoicing the products of the Consolidated Refineries Limited. 


dIUALALAY 


By 


GAREE: 


Assets and Liabilities 


Fixed Assets in Palestine of His Majesty's Government 

15. Details of the value of the fixed assets constructed by the Service Depart- 
ments in Palestine have been requested from the Middle Last but this information 
has not yet been received. It is believed that the bulk of the assets are sited 
on requisitioned, hired and expropriated land. Many of these assets are of 
military value only but others would have considerable civilian-use value. ‘The 
Service Departments are endeavouring to sell the assets which have been con- 
structed on freehold land, but sales of assets of major political significance will 
only be made with the concurrence of the Palestine Government. 


16. In the absence of the report referred to, only very tentative estimates 
of the value of the assets can be made, but the salvage value of assets constructed 


on hired, requisitioned or expropriated land is believed to be of the order of 
€9 million and the value to a willing purchaser would probably be substantially 


higher. 


17. It is the view of the Palestine Government that if titles remain in 
their present form, 2.e., vested in the High Commissioner, there might be a 
difficulty in asserting the rights of the Service Departments of His Majesty's 
Coyernment in this land after the termination of the Mandate when the office 
of the High Commissioner will presumably cease to exist. This land was vested 
originally in the High Commissioner on behalf of the Service Departments 
concerned, presumably to avoid any question arising of challenge under -Article 5 
of the Mandate, but it seems clear that the provisions of this article were not 
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intended to preclude ordinary acquisition of private rights to land, cf. leases 
granted to foreign consulates and the British Army in Palestine. 


18. It is the conclusion of the High Commissioner that the safest and most 
effective means of protecting the interests of His Majesty’s Government in this 
land is to vest it directly in the Service Department concerned, either by a 
special ordinance or otherwise, and he has so informed the Military Authorities 
concerned in Palestine. It is their policy to endeavour to sell off all immovable 
assets with the least possible delay but, both because this may mean considerable 
loss and because in the time and with the staff available it may not prove possible 
to dispose of all property, some such method of protecting His Majesty’s 
Government’s interests appears necessary. 


Movable Assets 


19. The only known movable assets of His Majesty's Government remaining 
in Palestine after the termination of the Mandate will be military stores. A 
detailed note on these is given in Appendix B. 


Liabilities of the Palestine Government 


20. The appointment of a United Nations Commission as an administering 
authority for the whole of Palestine to take over the administration of the country 
following the termination of the Mandate involves the question of the negotiations 
to be carried out for the surrender of the assets of the Palestine Government and 
the terms upon which such a surrender should be made. In such negotiations it 
is essential that clear distinction is drawn between the assets of the Palestine 
Government and the assets of His Majesty’s Government. 


21. The Commission will, no doubt, be guided by the financial clauses of 
the Plan of Partition with Economic Union and these present some difficulties 
as to the definition of the obligations of the Palestine Government, the means 
which would be available to honour the obligations taken over by the Commission 
and the handling and distribution of governmental movable and immovable assets. 


22. The assets of the Palestine Government might be summarised as 
follows :— 


General revenue balances. 

) Funds for specific purposes. 

i) Funds in respect of Public Debt. 

v) Government lands, buildings and stores. 
v) Internal loans. 
1) 
i 


1 
11 
(ii 
(1 


i 

i 

( 

vi) Trust funds. 

(vii) Palestine 3 per cent. Defence Bonds and Palestine Savings Certificates. 


23. The liabilities of the Palestine Government might be summarised as 
follows :— 


(i) Budgetary expenditure until termination of the Mandate. 
(ii) Public Debt. 
(iii) Specific obligations in respect of the right of public servants, including 
pensions, compensations or gratuities. 
(iv) Specific dee Sena under Palestine Ordinances. 
(v) Contingent habilities. 


24. These assets and liabilities are individually dealt with in Appendix B, 
except for the special problems arising on the Public Debt of Palestine and on 
Pension obligations, which are explained in the following paragraphs. 


95. The Public Debt of Palestine consists of :— 


(i) £P.3,600,000—3 per cent. Guaranteed Loan, 1962-67; 
(ii) War Loan (Bearer Bonds), Ist, 2nd, 3rd and 4th issues, totalling 
£5,791,960. 


The 3 per cent. Guaranteed Loan, less stock redemptions, at 31st March, 1947, 
stood at £P.3,150.000. This stock is guaranteed as to principal and interest by 
the Treasury under an Act of Parliament of the United Kingdom of Great 
Britain and Northern Ireland entitled ‘‘ The Finance Act, 1939’’ (24 and 25 
George V, cap. 32). 


26. The operation of the Joint Economic Board to be set up under the Par- 
tition Plan makes provision for the service of the outstanding public debt of the 
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Palestine Government. An agreement with the United Nations Commission 
afeguarding the servicing of the 3 per cent. Guaranteed Stock and War Loans 
(Bearer Bonds) should be a major objective of our financial negotiations. 


Pension Obligations 


27. Palestine Government have pension obligations under Palestine 
Ordinances as well as obligations in connection with the Palestine Provident Fund, 
Widows’ and Orphans’ Pensions Fund. In addition, the Palestine Government 
have not yet finalised their views as to the payment of compensation and gratuities 
to public servants and to the police on termination of the Mandate. Preliminary 
views of the Government of Palestine have indicated that their proposals may 
involve a sum of £P.18 million on the basis of ‘‘ funding ’’ pensions. However, it 
may be possible to arrive at some more economical method of meeting the charge. 
The position of expatriate officers of the Palestine Civil Service will need careful 
consideration. In the main it is hoped that the majority will be found other 
employment in the Colonial Service but there may be a small residue who cannot 
be so placed for some while after the termination of the Mandate. 


Qualifications on Acceptance of Financial Obligation 


28. 3 (a) of Chapter 3 of the Report of the United Nations Ad Hoc 
Committee on the Patostinian Question imposes a qualification as to the financial 
obligations which the State shall respect and fulfil. While saying that all finan- 
cial obligations of whatever nature assumed on behalf of Palestine by the 
Mandatory Power during the exercise of the Mandate shall be respected and ful- 
filled, there is the important overriding condition that such obligations would be 
those recognised by the State. The United Kingdom delegation has reserved His 
Majesty’s Government’s position regarding any clauses in the Plan, and we must 
resist this qualifying condition to the extent of making the unqualified acceptance 


of the obligations of the Palestine Government a condition for the surrender of its 
assets. 


Means of dleeting Obligation 

29. Then there is the question of the means which the Commission will 
employ to meet certain charges arising out of the obligations taken over. As 
to the servicing of the public debt and the cost of superannuation benefits now 
being paid or falling due in future, the Partition Plan envisages these charges 
as being met from the common revenue of the Joint Economic Board. This pre- 
supposes that this Board will be set up and function satisfactorily ; but this would 
appear to be a doubtful proposition in present circumstances. Should there be 
difficulties in setting up (a) the respective States, which seems probable in the case 
of the Arab State, and (b) the Economic Union, the Commission may not be in 
a position to implement its agreement to discharge the liabilities taken over unless 
there are safeguards against such a contingency. 


Recommendations 


30. It is recommended that in his negotiations with the United Nations 
Commission Sir Alexander Cadogan should ensure— 


(a) that a clear distinction is drawn between Palestine Government assets and 
assets of His Majesty's Government, 

(6) that the vesting of land directly in the Service Departments is duly 
acknowledged as full and clear title of His Majesty’s Govern- 
ment departments with freedom to dispose of such assets as may 
seem desirable should they not be disposed of before the termination 
of the Mandate. 


It is further recommended that Sir Alexander Cadogan should be asked— 


(c) to discuss with the Commission plans for the safe custody of such stores 
left behind by the military, and for their movement to the Haifa 
enclave for subsequent evacuation, possibly an appreciable time after 
Ist August. 


It is further recommended that Sir Alexander Cadogan should be asked to 
establish the following principles :— 


(d) That the surrender of Palestine Government assets is conditioned on the 
unqualified acceptance of the liabilities incurred by the Palestine Gov- 
ernment (there is every indication that the liabilities will exceed the 
liquid assets). 
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(¢) That notwithstanding clause 2 of Section E of Chapter 4 of the 
U.N.S.C.O.P. Report (see footnote), as long as the mandatory period 
lasts, Palestine Government must be free to control the finances of 
Palestine as she deems necessary in the interest of Palestine as a whole, 
and 

(f) That adequate arrangements are made to indemnify His Mayjesty’s 
Government in respect of their guarantee of Palestine 3 per cent. 
Guaranteed Stock, and for payment of superannuation benefits. 


German External Assets in Palestine 


31. The General Background.—By the decision of the Berlin Conference of 
July-August, 1945, it was decided that, ‘‘ the reparation claims of the United 
States, the United Kingdom and other countries to reparations shall be met .... 
and from appropriate German external assets.’’ By the provisions of Article 6 
of Part I of the Final Act of the Paris Conference on Reparation, ‘‘ each signatory 
Government shall, under such procedures as it may choose, hold or dispose of 
German assets within its jurisdiction in manners designed to preclude their 
return to German ounership or control and shall charge against its German 
reparation share such assets.’’ Article 2 of Part IV of the Final Act states 
that “the signature of each contracting Government shall be deemed to mean 
that the effect of the present Agreement extends .... to territories under its 
protection or suzerainty or over which it at present exercises a mandate.’’ 
Under Article IF of the Final Act of the Paris Conference on Reparation, the 
Inter-Allied Reparation Agency must charge the reparation account of each 
Signatory Government for the German assets within that Government’s juris- 
diction, and each Signatory Government is required to render a return of the 
value of such assets as defined under Article 6 of Part I of the Agreement. His 
Majesty's Government signed the Paris Agreement on the 21st December, 1945, 
when it exercised a mandate over Palestine. Under the Final Act of Paris the 
share to be allocated to the United Kingdom (including all areas under its 
jurisdiction) of the total of German external assets, known as Category A. which 
are found to be available, is 28 per cent. This means in effect that the United 
Kingdom is entitled to 28 per cent. of the total of all German assets in all the 
eighteen countries signatory to the Final Act of Paris, which includes the United 


Kingdom, plus any other external assets, ¢.g., those made available in Neutral 
Countries. 


32. The position of German assets in Palestine under the international 
arrangements described above, and His Majesty’s Government’s responsibility in 
regard thereto, is thus :— 


(1) While these assets are within His Majesty’s jurisdiction— 


(i) His Majesty’s Government is required to see that German enemy 
assets in Palestine are so dealt with as to preclude their return 
to German ownership or control; 

(i1) His Majesty’s Government must ensure that, while these assets 
remain under her jurisdiction, as at present, the value of them 
is included in the United Kingdom returns to the Inter-Allied 
Reparation Agency; 

(iii) the Inter-Allied Reparation Agency is required to charge 
His Majesty's Government’s share with the value of these 
German assets in Palestine: 


(iv) it is possible that His Majesty's Government may escape 
responsibility for accounting for such German assets in 
Palestine as remain unliquidated when Palestine ceases to be 
within His Majesty’s jurisdiction, if it can be shown that 
circumstances have rendered His Majesty’s Government 
impotent in respect of these assets: 

(v) all assets in liquid form at the time when Palestine ceased to come 
within United Kingdom jurisdiction would be accountable to 
LA.R.A. hy United Kingdom whether transferred or not. 


Nove —During the period between the appointment of the United Nations Cominission and 
the termination of the Mandate, the Mandat ¥ Power shall, except in respect of ordinary opera- 
trons, consult with the Commission on any measure which it may contemplate involving the 
liquidation, disposal or encumbering of the assets of the Palestine Government, such as the 


accumulated Treasury surplus, the proceeds of Government bond issues, State lands or any other 
asset. 
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(2) All accountable German assets in Palestine are included by the Inter- 
Allied Reparation Agency in determining the total of Category A 


assets for reparation purposes, and all German assets in Palestine as 
defined for I.A.R.A. purposes are reparations. 


German External Assets under the Control of the Custodian of Enemy Property 
for Palestine | 


33. The total estimated value of these assets is £8-8 million, and there are 
additional assets of perhaps twice this value belonging to Germans interned in 
Palestine and in Australia, and other Germans resident in Germany. These 
latter assets, or the proceeds of their sale, may be released to such of the owners 
who may not he within the legal (Custodian) definition of ‘‘enemy.’’ Such 
released assets would not be accountable to the Inter-Allied Reparation Agency. 
After adjustments made under I.A.R.A. accounting rules for external assets the 
final sum hitherto considered as likely to be included ultimately in Category A 
in respect of German enemy assets in Palestine is £4 million. The amount of 
this at present in liquid form is probably less than £1 million. 


Steps taken by His Mujesty’s Government to secure control and transfer of 
German enemy assets in Palestine 


34. The High Commissioner for Palestine has been asked to instruct the 
Custodian of Enemy Property for Palestine not to vest further any German 
property which may have to be released (¢.., internees’ property). He has also 
been asked to consider measures whereby as much of the immovable property as 
possible can be liquidated. The High Commissioner has also been asked to advise 
on the possibility of transfer to the United Kingdom of all liquid assets now 
available and which become available as the proceeds of sale of assets. Arrange- 
ments have been made for an immediate visit to Palestine by a Treasury 
representative to investigate the position on the spot and see what steps it would 


be practicable and wise to take in the direction of liquidation of assets and 
transfer of the proceeds. | 


Possible Financial Effects 


30. In the first estimate of German assets within the United Kingdom 
jurisdiction which has been made to the Inter-Allied Reparation Agency, the 
sum of approximately £2 million has been included on account of these assets. 
The provisions of the Paris Act enable us to adjust this estimate later according 
to the facts. The fact that we are obliged to account for assets, the value of 
which we know for certain, ¢.q., because they have been liquidated, but are unabl 
in fact to secure the transfer to the United Kingdom Exchequer, would mean 
that our participation in other assets under Category A of Part I of the Final 
Act, would be reduced. One effect of this might be to reduce our share of Swiss 
francs derived from the disposal of German assets in Switzerland. This 
reduction would not be the equivalent of the value of German assets in Palestine 
which we had included in the I.A.R.A. return, but would definitely reduce our 
share to an extent which at the moment cannot be forecast. 


Jewish Claims for reparation payments 


36. The Jewish Agency have hitherto claimed that, as compensation for the 
sufferings of Jewry under the Nazis, Palestinian Jews should receive compensation 
out of reparation payments over and above that already provided for in the 
Final Act. This provision (Article 8, Part I) allocates $25 million from German 
assets in neutral countries, and non-monetary gold in Germany and other assets 
in Germany, making an overall total of approximately $30 million. Jewish 
propaganda will no doubt claim that morally the whole of German assets in 
Palestine should be earmarked for this purpose. The Jewish Agency has already 
been informed that contributions from reparations for the rehabilitation of nor. 
repatriable victims of German action are governed by the Final Act of Paris. 
Any contribution to Palestine over and above the agreed Palestine share of 
reparation can only be made at the expense of His Majesty's Goverment, whose 
responsibility it is to account for all these assets, the non-receipt of which would 
adversely affect the reparations receipts of the United Kingdom Exchequer. As 
these assets are reparations the Inter-Allied Reparation Agency has a responsi- 
bility to see that they are included in the total pool of Category A assets. 


ee ‘ 


et © 


"391440 Q40034 


NOONO? 


-HLIM ATIWOIHdYYDOLOHd Q39NGON d3d 


391450 G4Y0934 9178Nd 


aoQuarafay 


- HdVYDOLOHd LHD IYAdOO 


38 OL LON 


8 


Conclusions 

4 37. His Majesty’s Government’s interests would best be served financially ee 

if :— | | 

(a) All liquid assets were transferred out-of Palestine and within the juris- 
diction of the United Kingdom, before the mandate was relinquished. 

(b) As much property as possible was henceforth liquidated before tbe 
mandate ended (provided that it is transferred as in (a) above). 

(c) In the arrangements to be made with the United Nations Commission, 
we secured the inclusion of a statement describing the international 
responsibilities as regards German assets in Palestine which remain 
unliquidated, and therefore not transferred as in (a) and (0) above, 
and also secured from the United Nations Commission a recognition 
of these responsibilities which, so far as it was able, the Commission 
would accept as dischargeable to the inter-Allied Reparation Agency 
through His Majesty’s Government. (A primary responsibility 1s 
that these assets are so held or disposed of as “ to preclude their 
return to German ownership or control ’’—Article 6a, Part I of the 
Final Act of Paris.) 


It is clearly recognised that to take the lines described in (a) and (b) may, 
eyen with the most skilful presentation of the facts as to the position of these 
assets, and their setting within the field of international reparations relations, 
be the occasion for bitter accusations that we are robbing the Palestinians of 
German assets which belong to them. This is a matter which lies very close to 
the hearts of Jewish refugees from Germany in Palestine. There are several 
good answers which, in a reasonable sae phere: should completely rebut such 
accusations, viz. :— 

(1) Provision has already been made out of reparation assets for suffering 
Jewry. The provision in the Final Act (Article 8) is relatively 
generous. It amounts to about $30 million which is equal to above 
5 per cent. of all Category A assets or to the combined shares of 
Norway and the Netherlands. 

(2) These assets should form part of the whole pool of German external 
assets and would be applied by the United Kingdom to meet the claims 
of all the colonies, some of whom were more hardly hit than Palestine, 
e.g., Malta. 

(3) Palestine, under the arrangements contemplated for dealing with the 
German assets under United Kingdom jurisdiction, will receive her 
just proportion of the United Kingdom’s share of 28 per cent. 


38. A decision upon action designed to accomplish (a) and (0), and as to (¢), 
turns very largely on what is found, particularly as regards (a), in Palestine 
by the Treasury representative to be practicable, and, so far as can be judged 
from the Palestine end, least likely to plunge the whole question into a hopeless 
atmosphere of unreason and prejudice. 

It is recommended that a final decision on implementing the policy which 
would best serve His Majesty’s Government's interests financially, described in (a), 
(b) and (c) of paragraph 37, should await the report of the Treasury representative 
now in Palestine, it being understood that so far as can be determined at present 
any alternative to the policies advocated in (a2) and (b) must definitely result 
sn serious loss to the Exchequer some of which will be in terms of lower receipts 
of hard currency (Swiss francs from German assets in Switzerland). 
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Palestine’s Membership of International Economic and Financial Bodies 


39. The Official Committee on Palestine are reviewing and making recom- 
mendations on all international obligations (including, ¢.g., membership of inter- 
national, economic and financial bodies) assumed by the United Kingdom on 


Palestine’s behalf. 
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Safeguards for Commercial Interests 


40. We need to safeguard our commercial position in Palestine in the 
interim period between the laying down of the Mandate and the negotiation of 
long-term agreements with the successor States. Our object should be to negotiate 


an arrangement with the Commission which will safeguard our position, not 
only while the Commission 1s actually administering the territory, but for an 
‘nterval thereafter sufficient to give us time to negotiate commercial treaties with 
the successor States. It follows that we shall have to try to persuade the 
Commission to place some restraints on the economic freedom of the new States 


for the first year or two of their existence. 


Treatment of Goods. 


_41. The protocol of provisional a plication of the General Agreement on 
tarifis and trade does not extend to Palestine until notice has been given in 
accordance with paragraph 2 of that protocol. It is undoubtedly in our interests 
that Palestine ahioala apply the rules of the agreement on tariffs and trade. 
It is for consideration hiechor His Majesty’s Government should, while they 
are still responsible for the administration of Palestine, give notice in accordance 
with paragraph 2 of the protocol to extend the application of the General Agree- 
ment on tarifis and trade to Palestine. The Palestine Government are being 
consulted on this point, but, subject to their views, it is proposed that we should 
give notice of the provisional application. If this proposal is approved, 
Sir Alexander Cadogan should presumably first inform the Commission that this 
is what His Majesty’s Government ropose to do, since Palestine will obtain 
the tariff concessions negotiated at Geneva only if she in her turn makes her 
concessions effective, and seeks the agreement of the Commission to the adoption 
of this course, and to their carrying forward the application when they take 
over. The Commission should also be asked to ensure that in handing over to 
the successor States, if and when established, a similar undertaking valid for 
a period of at least two years should be obtained from them. 


42. We can support our request by reference to the fact that, under the 
terms of the Mandate, Palestine was bound to grant equality of treatment to the 
goods, nationals, &c., of all members of the League of Nations (and by a separate 
agreement to the United States) and that this had to be given even if one of the 
countries concerned discriminated against Palestine. The line our representative 
should therefore take with the Commission is that Palestine has always followed 
a policy of non-discrimination in commercial matters and it is hoped that the 
pony will be continued under the Commission’s régime, and further, that for the 

rst two years of their existence the successor States shall be under an obligation 
to grant most-favoured-nation treatment to all members of the United Nations 
that accord the same to them. 

The above general rule of non-discrimination would not be applied in such a 
way as to prevent Palestine making special customs agreements ah neighbouring 


territories, cf. the existing preferential tariff arrangements with Syria and 
Lebanon. 


Treatment of Nationals, Companies, Shipping and Civil Aviation 


43. When the Mandate is terminated we shall have no treaty rights in 
Palestine for our nationals, their businesses or our shipping and civil aviation. 
In the long term these can only satisfactorily be safeguarded by the negotiation 
of a treaty of establishment and navigation with the successor States. It will not 
be practicable to negotiate detailed provisions with the U.N.O. Commission, and 


to cover the position in the interim period we shall have to rely on a modus vivendi 
expressed in fairly general terms. 


Recommendations 
44. It is recommended that Sir A. Cadogan should be asked— 


(a) on the treatment of goods, to discuss the question with the Commission 
on the lines proposed in paragraph 41; 

(6) on the treatment of nationals, companies and shipping, to secure an 
undertaking from the Commission that, while they are responsible for 
administering the territory, they will grant to United Nations 
nationals, including juridical persons, national and most-favoured- 
nation treatment in all matters pertaining to commerce, industry, 
shipping, civil aviation and other forms of business activity within 
Palestine, subject to the reciprocal grant of similar treatment in like 
matters by the United Nation concerned to Palestinian nationals 
This undertaking would be understood to be subject to any exceptions 
customarily included in commercial treaties. Similarly the provisions 
with respect to reciprocity granted by each of the United Nations 
would be understood to be subject to the exceptions customarily 
included in the commercial treaties concluded by that State. The 
Commission should also be asked to ensure that, in handing over 
to the successor States, if and when established, a similar undertaking 
valid for a period of at least two years is obtained from them. 
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Exports from Palestine which are Essential to the United Kingdom 


45. The main exports from Palestine of interest to the United Kingdom 
(other than petroleum products covered in paragraphs 5-14) are :— 

a) Potash; 

6) Food-stuffs, mainly citrus fruit and fruit products. 


Separate notes on these are in Appendix C. 


Recommendations 


46. It is recommended that Sir A. Cadogan be asked to request the United 


Nations Commission to facilitate the exports of citrus and potash to the United 
Kingdom. 


Procurement of Food-stuffs and Fertilisers 
Food-stuff 


_ 47. The Ministry of Food has hitherto dealt with the programming, spon- 
soring and procurement of food supplies for Palestine. 


48. Requirements of bread grains and rice for part of 1948 have already 
been considered by the I.E.F.C. The Food Mission in Washington have been 
asked within the last week to submit to the I.E.F.C. requirements of oils and fats 
for Palestine, as part of general Middle East requirements. 


49. Certain quantities of the allocated foods for 1948 have been or are in 


course of being procured. Some small balances of Palestinian 1947 requirements 
yet remain to be shipped. 


Fertilisers 


50. The United Kingdom sponsors the requirements of the Colonies and 
Mandated Territories with the International Emergency Food Council in Wash- 
ington. The only fertiliser now under international allocation by that body is 
nitrogen and the allocation of this fertiliser to Palestine for the fertiliser season 
ending 30th June, 1948, is 2,667 metric tons of N. Of this total, the United 


Kingdom is to supply 1,267 tons, Belgium 1,100 tons and Norway 300 tons. 
United Kingdom deliveries are made through I.C.I. (Levant), but procurement of 
supplies within the Belgian and Norwegian allocations is made by the Palestine 
Government, with such guidance as may be required from His Majesty’s Govern- 
ment. It has been the practice in the past for the Palestine Government to use the 
I.C.I. (Levant) for procuring all supplies of nitrogen, but recently Norway has 
appeared to be unwilling to continue this arrangement. 


Recommendations 
51. It is recommended that Sir A. Cadogan be asked— 


(a) to inform the United Nations Commission that we will maintain existing 
sponsorship, procurement and shipping of food and fertiliser supplies 
for Palestine which will be required up to 15th May, the latest date 
for the termination of the Mandate; 

(6) to inform the United Nations Commission that we will accept no direct 


responsibility for sponsorship, procurement and shipment of supplies 
required subsequently ; 


(c) if the United Nations Commission request us to continue as agents pro- 
curement and shipment of food supplies, to refer to the Foreign 
Secretary’s undertaking in the House of Commons on 12th December 
to render assistance to smooth out the transition, and to state that he 
must seek instructions, but to give no indication that we should be 
prepared to act as agents in this matter for any considerable period. 


92. Approval is sought for the following recommendations :— 
(a2) Oil interests (paragraph 14). 
(b) Assets and liabilities (paragraph 30). 
c) German assets (paragraph 38). 
d) Safeguards for commercial interests (paragraph 44). 
e) Exports from Palestine (paragraph 46). 
(f) Procurement of food-stuffs and fertilisers (paragraph 51). 


22nd January, 1948. 
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APPENDIX A 


STORES IN PALESTINE 


There are large quantities of military stores (Naval, Army and Air Force) 
in Palestine. A considerable proportion of these stores constitutes part of the 
approved maintenance and reserve stores for the Middle East garrisons and the 
Army generally, and with the existing and prospective stringency of financial 
provision for the Services the necessary replacement of such stores, if they had to 
be abandoned in Palestine, would be extremely difficult. It is essential that 
every effort should be made to withdraw all military stores, which we desire to 
retain, from Palestine as part of the general evacuation of that country by the 
Forces. 

The evacuation of military stores from Palestine has already begun and 
is to proceed pari passu with the general evacuation of the Forces through the 
four stages of Plan A, as recently approved by the Defence Committee and 
endorsed by the Cabinet. The latest review of the'situation suggests that, provided 
conditions permit the planned orderly evacuation, it should be possible to withdraw 
the bulk of the stores required elsewhere. There will, however, be an additional 
quantity of some 150,000 tons of useful stores which would have been required 
had the Forces remained in Palestine. Immediate replacements will not be 
required elsewhere, and, since it is not possible to evacuate them, these stores will 
remain for local disposal by the Ministry of Supply. There is a considerable 
risk that we may lose even their disposal value. This is not a contingency 
which can be lightly accepted, and the Cabinet have agreed that special measures, 
including the appointment of an officer charged with this particular task, should 


be taken to facilitate first— 


(a) the collection and evacuation of military stores from Palestine; 
(b) the disposal of surplus stores in Palestine. 


There are two developments in the Palestine evacuation, the possible effects 
of which upon the stores question Sir Alexander Cadogan should be asked to bear 
in mind in negotiation with the United Nations authorities. First, it seems 
possible—and the Commanders-in-Chief, Middle East, think it is probable—that 
a considerable quantity of stores will in any case have to be left behind at various 
stages of the planned evacuation of troops. It is proposed that plans should 
be discussed by Sir Alexander Cadogan with a view to the safe custody of such 
stores left behind by the military, and (a) to their movement to the Haifa enclave 
for subsequent evacuation, or (6) to their disposal, possibly an appreciable time 
after Ist August. Secondly, deterioration of conditions in Palestine as between 
the Jewish and Arab communities, the premature arrival of the United Nations 
Commission, or other factors, may enforce some telescoping of the military 
evacuation plan now approved in favour of a more rapid withdrawal upon the 
Haifa enclave. The Commanders-in-Chief, Middle East, foresee that any such 
contingency would probably mean a heavy additional abandonment of stores along 
the line of evacuation. In this event, too, it would be important that such 
provision as may be possible in the circumstances then existing should be made for 
(a) subsequent concentration and movement of the stores to be evacuated into the 
Haifa enclave, and their safe custody there pending shipment overseas; and (0) the 
subsequent disposal of the stores declared for disposal. If a hurried evacuation 
were forced upon us through the United Nations Commission insisting upon what 
we regard as a premature arrival in Palestine, then there would be a powerful 
argument for insistence upon all possible facilities being provided for the 
evacuation of military stores which thus had to be temporarily abandoned. 

It is relevant also that the evacuation of military stores, on present plans, 
will be slowed down by the policy of His Majesty’s Government and the Palestine 
Administration not to interfere with the citrus trade, which is so important to 
Palestine’s economy ; this consideration likewise affords ground for seeking some 
quid pro quo as regards facilities for subsequent evacuation of stores. 
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APPENDIX B 
Notes on ASSETS AND LIABILITIES 


1. General Revenue Balances.—These are estimated as likely to be of the 
order of £2 million at 31st March, 1948. This allows for some s ight recession 
in revenue returns offset by savings in expenditure through inability to carry out 
the budgetary programme. This figure might well turn into a deficit if revenues 
slumped to an extreme degree. No forecast is possible as to the likely position 
of revenue balances at 15th May; given favourable conditions it may be possible 
to hold the position as at 31st March. 


2. The funds for specific purposes include the following :— 


(1) Palestine Provident Fund. 

(11) Palestine Widows’ and Orphans’ Pensions Fund. 
(i111) Palestine Post Office Savings Bank. 

(iv) Public Service (Supplementary Grants Board). 


(v) Renewals Funds—Ports, Posts and Telegraphs, Water Supply, «&c. 


The foregoing, with the exception of (v), must be utilised to meet the 
obligations of the funds they relate to. In the case of (v) these funds (which 
amount to approximately £734,000) could be treated either as an asset of Govern- 
ment to be handed over or utilised for appropriate expenditure on the services 
for which they were created. 


3. In addition to the sinking fund arrangements for the servicing of the 
3 per cent. Guaranteed Stock (dealt with in paragraph 12, the sum of £3,048,707, 
being the unspent balance of the various issues of War Loans (Bearer Bonds) 
has been invested: by the Crown Agents in the interests of the bondholders. A 
further £500,000, which had been earmarked for a specific purpose, is also 
being invested. 


4. Government land and buildings are proposed to be dealt with under 
the Partition Plan by allocating immovable assets to the Government of the 
territory in which they are situated. This may well present difficulties in the 
case of the proposed Arab State; but in our financial negotiations we should 
hand them over to the United Nations Commission as a Palestine Government 
asset and the Commission would be responsible for their subsequent disposal. 


d. Internal Loans, these consist in the main of loans to various municipali- 
ties, to Citrus growers, local councils, village communities and agricultural loans. 
The foregoing have been made from Palestine general revenues at interest on 
varying terms of repayment. In addition, loans have been made to Municipalities, 
Railways and Ports from the proceeds of the War Loans (Bearer Bonds). These 
loans are assets of the Palestine Government for disposal as may be agreed. 
At 31st March, 1946, the loans from revenue totalled £P.5,245,206 while from 
War Loans (Bearer Bonds) loans of £P.1,282,000 had been made. 


6. Lrust funds consist of Museum of Archeology Endowment Fund, 
Russian State Fund and Smith (B. C.) Trust Fund, which must be negotiated 
with the Commission in the light of the respective Trust deeds. 


?. Palestine 3 per cent. Defence Bonds and Palestine Savings Certificates 
were inaugurated under a Palestine War Loan Ordinance of 1941 for the purpose 
of lending the proceeds to His Majesty’s Government to meet war expenditure. 
These bonds and certificates were issued on prescribed terms of redemption; in 
the case of the 3 per cent. Defence Bonds, seven years from the date of purchase, 
and in the case of saving certificates the normal ten-year period. Earlier repay- 
ment may be possible if this concession would secure satisfactory arrangements as 
to the servicing of the 3 per cent. Guaranteed stock, relieving His Majesty’s 
Government of her guarantee on being given satisfactory indemnification as dealt 
with in paragraph 40. 


8. Budgetary expenditure may well not be possible on Many projects owing 
to labour and material difficulties; but the result is reflected in the estimated 
General Revenue balance given. 


9. Obligations under Palestine Ordinances.—There may well be a number 
of obligations under Palestine ordinances which may need to be given adequate 
cover. These. in the main, deal with requisitioned lands and compensation pay- 
ments and will require to be negotiated. The legal aspect generally in connection 
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with Palestine Ordinances is being dealt with by the Colonial Office and it 1s 
mentioned here because certain financial obligations may arise for negotiation. 


10. Contingent liabilities —It is difficult at this stage to envisage what ma 
be contingent liabilities; but there may well be items of stores and supplies whic 
may not be brought to account on the termination of the Mandate. Such claims 
must obviously fall to be met from Palestine assets. 


APPENDIX C 
A.—PALESTINE POTASH 


By a long-standing agreement with the Palestine Potash Company the whole 
output of potash is taken by His Majesty’s Government on a cost-plus 125 per cent. 
profit basis. This potash is used to meet in part the requirements of the United 
Kingdom, Dominions and Colonies, and the present arrangement continues the 
procedure approved by the International Emergency Food Council during the 
period when potash was subject to international allocation. Allocations of potash 
ceased on 30th June, 1947. The company, under a British and Palestinian 
Directorate, hold a concession for 75 years from 1934, granted by the High 
Commissioner on behalf of Palestine, and also by agreement with the King of 
Transjordan on behalf of that territory in which a part of the concession lies. 
Royalties are paid to Palestine and to Transjordan. 


2. The potash from the concession area contains a high percentage of K.O 
and this high-quality fertiliser is indispensable to the food production of the 
United Kingdom and the Empire. Potash of this quality to replace any short- 
fall on Palestine supplies cannot be obtained from other sources and it is essential! 
to ensure that the existing supply arrangements, which are favourable to the 
company and to His Majesty’s Government, should be continued after the sur- 
render of the Mandate. His Majesty’s Government have supplied capital equip- 
ment and granted a loan to the company and it is largely due to the support given, 
and the assured market provided by His Majesty’s Government, that the company 
have been able to continue in operation and build up a sound position. 


3. Royalties under the terms of the concessions are paid to the Palestine 
Government and to the Transjordan Government. It is assumed that the 
Palestine Government’s share of the royalties will be paid to the Commission on 
the termination of the Mandate. 


4. There is, in fact, likely to be interference with potash production, since, 
it is understood, that the works of the company are located partly in the Arab and 
partly in the Jewish proposed States. 


B.—Unrrep Kincpom Imports oF Foop-STUFFS FROM PALESTINE 


1. These comprise the following estimated quantities for 1948 :— 


Tons ’000 £7000 


Citrus fruit 1947-48 crop — 387 8,453 

Citrus fruit juices for soft drinks 2-1 376 
Concentrated orange juice (for 

Welfare Foods Scheme) 3°5 733 

) Essential oils... or 165,000 (1b.) 1060 

) Wines (including sacramental 

ust 207-5 


9869-5 


105,000 tons of the 1947-48 citrus fruit crop have been shipped, the balance 
remaining to be shipped up to April 1948. 
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2. Imported citrus fruits and products from Palestine are a large source 
of United Kingdom supplies, amounting to not less than 75 per cent. of United 


Kingdom citrus fruit imports and to 50 per cent. of requirements for soft drinks 
and the welfare service. | 


3. Our citrus fruits are bought from individual shippers within the frame- 
work of an overall agreement with the Citrus Marketing Board. We should hope 
the Board would continue to function. If it did not, we should have to buy direct 


from the shippers. The season ends in April and begins again in the late autumn. 
The fruit juices are bought through London agents. 
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CABINET 


ECONOMIC POLICY COMMITTEE 


PALESTINE AND STERLING 


Memorandum by the Chancellor of the Exchequer 


391430 G40934 9178Nd 


In this Memorandum I deal with the question whether 
Palestine (and Trans-Jordan) should remain a member of the 
Sterling Aréa and whsther her balances should be blockede 
A number of cther financial and economic questions arising 
out of our withdrawal from Palestine ere dealt with in a 
second memorandum which is being circulated separately 


@operere Glico marae 
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eo T have come to the conclusion that it is necessary 
to remove Palestine and Trans-Jordan from the Sterling Area. 
The High Commissioner agrees, and urges that it should be on 
the ist, 8th or 15th February. 


We should choose the earliest of these threé dates 
which is administratively precticeble ~ probaoly 8th February. 

I attach (Annex I) the draft of a public statement 
about Palestine's withdrawal fron the Sterling Area, the 
blocking of her belances ond the future of the Currency Boarde 


S« Palestine's normal trade oosition shows a heavy 
deficit, partially offset hitherto by heavy British Mio Gery 
expenditure ond by the Jewish Agency gift - dollar scheme. 
Even with these, and in spite of movements of cepital into 
Palestine on privete Jewish account, her sterling balances 
will heave been reduced in 1947 by some £20 millions. On 
40th November, 1947, they stood at 295.2 millions, end on 
present guesses, they might ve reduced by some £33 millions 
in 1948. This figure projects pest experience and does not 
allow for possible future capital movements arising out of 
distruste 
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Such e rote of withdrawal is cltogether beyond 
whet we can afford. It would be quite out of line with other 
settlements we have mede and provoke demands from India, 

Egypt next time, and many others. 


Live The belances ere not concentretsd in the hends of a 
Gentrel Bank, so thet (cven if there were an "opposite number" 
with which to meke an agreement) we should still have to take 
positive action in the United Kingdom. This action should be 
by a Payments Order. which, coupled With the exclusion of 
Palestine end Trens-Jordan from the Scheduled Territories, can 
moke any movement into or out of a Pelestine gccount (or any 


oe 


smaller grouping of such sccounts) subject to specific 
Treasury permission. That permission can texe the form of 
circular instructions to bankers stating what transactions 
they may pass (e.g. personal tronsections on private accounts), 
and what must be referred to the Bank of Englena. Accounts 
or transactions which are not sanctioned, either generally 

or specificelly, sre described in this note es "blocked". 


Pie The problen is to determine what amounts, and what 
classes of accounts, should be liberated. The following 
proposals sre out forward to deal with balances at 
40th November, 1947, viz:- 

& million 


(i) Government 1061 
(ii) Commercisl bie 
(iii) Currency Bosrd 02 


(iv) Loan to His Majesty's oes 
Government ree 


96.2 


PF a 


The Overseas Negotiations Committee recommend 
(paragraph 30(d) of the Annex to E.P.C.(48) 7), that the 
surrender of Pulcstins Government assets is conditional 
on the ececectsance of the lisbilitics incurred by the 
Palestine Government. It would be reasonable to make any 
releases subject to Treusury permission until sotisfactory 
arrangements hove been mace to this end. But immediate 
permission might be mais for the relcese of say %1 
million ss a working belscnce. 


(ii) Commercial balences Suh. 1 miliion 


Balances of private individuals (not included in this 
figure) need not be blucked et all. This will obviete 
amass of detailed administrcetive work, including any 
questions sbout returning British subjects, etce TAC 
‘Question is thus confined to the restriction of the use 
of the London Balences vf the Pelestine benks, end the 
relcases should be concentrated on these. Under -tie 
normal drill, sony new sceruals of stcrling will be eredi ted 
LO free. GCCOuUNtS. Since this is the season when sterling 
flows in fron Ministry of Food rruit purchsses, we necd 
not worry unduly sbout working balences. It is suggested 
that the vosition up ty the end of 1948 would be emply 
covered by releases totalling £12 millions, of which £u. 
millions would be celled working belonces, and the remainder 
would be @ release “in respect of 1948". The Foreign 
Office point cut, however, that it may be undesireble 
to prejudice the positivn sfter we relinquish the Mandate, 
and ask thet the rclesse should be spceifically related 
to the reriod up to the 15th May, 198, the latest date 
for reslinguishing the Mandste, leaving releases in respect 
of the rest of 1948 “for negutistivun with the United 
Nations Commission". Pie point bs @ yood Ont, Duc. tne 
ancropriate figure of, say, £3 millisns up ty 15th Maj 
1948, leaving ©) millions tor the rest of 1940, mey a”) 

Of the low Sides It is nevertheless on 2 generous § 


De. 
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but political considerations no doubt meke it essential 

to avoid eny aopeerance of non-couperation. Consultation 
with the High Commissioner as to the apportionment of the 
releases between the banks concsrned has been put in hande 


(iii) Currency Board £43.2 million 

No blocking section should be taken. The Board 
should continuc to function for the present, subject to 
eny necessery chenges in procedure. It should be 
treated 28 & resident in the United Kingdom (which it is) 
so that it requires permission to pay sterling to any 
resident outside the sterling area. Blanket permission 
should be given for psyments in respect of Palestine 
Currency notes, to be made to the blocked aceount of any 
of the Palestine banks for acesunt of the person presenting 
the notes. (The Bunks would also have permission to pay 
sterling to the Currency Byerd from plockcd accounts in 
exchange Tor Polustine notes). Other payments of sterling 
by the Beoord would be subject to permission, which would 
be given freely in tne cuse of returning British neationels, 
but rarely utherwist. 


This means that, as in the case vf India, the 
eirculstion enannet be contracted to pay for imports in 
excess of the totul annuel sterling releases permittede 
Palestine pvunds can be held cither as a curréeney or cs 
a bank belance in Pelesting, and can be turned into imports 


fa 


only to the extent t. which the import licensing |. 
regulations of Guvernment cernit it. The imoort licensing 
policy itself must be eunditisned by the Foto... 2nnvet 
sterling relenses permitted. Boalences could not be 
transterred to other purts vt the Sterling Areu (Ge Be 

South Africa) in vrder te bvede sur control. 


(iv) Lvsn to His Mojesty's Government £0.38 million 


No ection seems called ore 


Ge The result of this action will elmost certcinly be to 
leceve Palestine in scrivus trouble over the 1948 Balance of 
Poyments with the rest of She: Wert. But Palestine must face 
reclities, end if she is ever ty be vinble, it must be by 
achieving a balances on eurrent accvunt.e Meanwhilc, we cannot 
bear the burden alone, and it is for American-Jewish money to 
fill every gep caused by sur resatriction on the use of sterling 
balencés. tf sume of these dollers huve to be turned into 
sterling to mect a deficit with the sterling erce, so much the 
better. On the other hend, Arab importers have nv such 
resourevs, and it would be rcagonnble to set aside about 

41 millivn to be at the Gispvsal of the Palestine control te 
meet dencnds which they are satisfied would not otherwise 

be mete This B1 million would have ty cover all such 
expenditurs sutsidse the sterling orciie 


fe Americen reections 


No dsubt attempts will be made to misrepresent 
whetever action we may tukee But heaving regord to the explicit 
proavisions oP the Anglo-Americen Pinancisl Agreement, exception 
eannit be teken ty a re. gongole limitection on the ‘rawing down 
of Polestine's sterling belunces. although we heve not 
blseked sny Golcnisl sterling, We heve taken very vigorous steps 
‘5 Sve thet 1% 13) Nt substintinliy reducel, and if we achieve 


Lu 
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we shell treet Palestine much more favourably 
The propusals above are olreoady wore 
treatment given to Indic, Egypt, Brazil, 


our objectives, 
than any Colvny- 
favoureble than the 
Uruguay, etce 


Se Trans-Jordan 


The High Commissioner recommends that Trens-Jordaen 
must go out of the Sterling Arwe st the sane time as Palestine. 
It is very difficult by achicve a complete separation of 
Trons-Jordan funds Prom those Of PeLestines But there need 
be no objection to making & complete release, Tor use by 
Trens-dordan only, of any belences which the banks concerned 
can segregate as being assets of thoir Trans-Jordin prenchese 
Notes hed better follow 


the Palestine drill, at Megst. until. 
Trancs-Jordan cen errengye te se 


5 separate currencys 
Mhereerter, any Pelsstine notes civculeting in Trons-Jordan 
could be redeemed ageinst payment of sterling by the Palestine 
Currency Board te the now Mrens-Jorden Currency authoritys 
whatever it 15S. Sych atcrling would be frees of restrictions, 
being in the hends sf aq resident in the sterling arede It 
is probable that Trens-vopdan will arrenge to secerate her 
currency froin that Sf Pe Lestine 10 Tuer, either issuing 
her own, run by @ Currency Beard, or by using Iraq currencye 
Once thst is eeeumplisghca, Wwe Can eonor der Net ro-odmission 
+9 the sterling GLrede 


Je The Future 
(i) Government bolsnees woulu ye polefsud for payment 


“of the Lisbilitiss ae Gre AQsovernment of PalestinGge 


(ii) Summerciel » abe sr 
the light of circumstences asta ace, 


ees OE ee ee ie 


(iia je “Tne sesche 1 the. sotine Gurrene?y Board could 
aventuslly be turne. uve whetGever now authority 

Hoeomes Puspensclole rut the Gurrency, cgoins 
suprenacr wf the existing eirculetion as it was 
reploced by o& new eGurrencye Any wolences would 

have to roniin te & Ppeserve if the (oi) Currency 

Board oirinset n.tes net czllected by the new 

auth rity, until sume Sot SLec ue ry orprengement 

eculd be maue te Arovine Lar the pishts vf their 


holders. 

Woen the new Currency Sutherity cwnes inte 
existences, an ciljastnent Will be necesscry in the 
release mechenisan, oe an phe qtieke- col “Doe 
wo kessee: shedl oe uns control of the new 
huthority, whe will d- angortion them at 
their Jisvretione 


(iv) Doller Releuses. view .f the Americen links, 
T see ne Nesd to Make oD} eeeV ESO tor 
eonvertibility int any currency sather thon sterling. 
Palestine Con Utilise ee dete ae ayeilobilities to | 
gure ony sther currency ees. Fy NOC a But we 
ewe. tie (CG mGlucr 2 sanlL dollar provisicn 
Sn eeerenily et Trans-J2raane 
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ANNEX I 
STATEMELT 


eg 
The epprvGenin “ the Polestine Mencate 
hes made it nécossurvy for His Majesty 6 movernment to consider 


most ccrefully whet finencicd arronsements should be male in 


the interests of the Succeeser Governments in Palestine and 


of the sterling area in sreer to preserve of 


Pelestins Pir the use vt 


talence of osyments p.sition wr the United Kingzicm. His 


Ure 


Wejesty's Government are resolve to a. all in their power 


ty» orevent Jemoge t. the se nonie structure 


Palestine during the 


During the period of » Yandate, Palestine has been 


a member of the sterling arece o the holder of 


ee ee fi Aaalan® 
t “Hota kb or whicn 


sterling belances, 
£100,000,000, @ large alouns in vroportion to the s1ce of the 


countrys fon irowi: on rapidly in recent 


monthse This drain obviously cennot be ellowsed to go One 


Tt would mean ts G & Pesources aL PS liste which will be 


necded for the develupines of toc country would be in denzer 


ThA 
Spare Nee 


of being unduly vepictru. epouwing Gown cf the balences 


in this way would clse egsrpevot. the barance of payments 


roblen of the United cingse’s eout or the sterling 


ALPVEGDe 


cr countrics holding Lorie 


tlh gs 
vit 


Ticise Bayou Live Leos the only way in which 


solences - GefSe 
A ot) 


the drain can be stopoed iS bo Diocking voe gprvoter pert of 


the bolinecse is Mejesty S covernment have decided tneréfore, 


for the resgons fiven sbovse, thet bolnnecs of Palestine 


\ 
cen stebs cecordingly- 
roescuress necessrry te 


In oraer immedi:tely te OPOViEs 


gerry on Pelestine's avrocl internftienel trouce,. His Majesty's 


Oe 
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2 wil ie a 2 — 7 - . is La . . ; . 
ont will make “available auring tre interim oericd ane 


ubsequently, the ressurces which they sre satisfica ere 


For immediate requirements £4 millions ore being 


ordcr to wrovice ey millions eg working balances 


in Pelcsting ond 4 millions te be used 
seerusls uf sterling, which will be at 


tor current expenditure until the 


a anounts ol these releases have been arrived at 


after careful considerstion ond sonsultetion with 


ony 


administretion and His dujeusty!s Government ere 


they should orove emnoly suFfieient to enable Eslestine to neet 


ALL her nécds during the reriode Future policy for rolcas: 


from the sterling balances will be the subject of consultation 


between His “ajesty's fovernment'!s ropresentstive “4 ths United 


Sir Alexander Oausrt ent the commission for 


Palustine which is now beins sotablished by the United Netions, 


and the views or the Sreiniemecrcumee fren Tels consideration 


in the formetion of policy in procwerd te Tucvure relenSese 


ag. the Goin’. Bevaomic. Buore (= eetebliehcd, 21s 


A ee) 3 J uN ee) 


ete f tet. 6S SL s3cussiens with that 


Majesty's Government Wi Tod 


Soard fur tne sur 


tn the speciul circanstences ut Palestine, where 


His Mejesty's Governivat must 25 3MG that, Der a period at 


loast, « thorough sna gumorcbensive exchenge control will be 


Llockiny, the bkocking ot the belences would not uutirely 


safeguard the resources Lf Palcstins, Sv country 


remcined in the Ssterligeg aYriue * His Majesty's aovernment 


alloweu ©. Sr Eu tLor Ge eentgirie Ln which suet 


secur, they would net be carrying sut their respensibilities 


t) the sterling ares v1 > Pelestinc.e Phe y threpefore* eonsidcor 


it desirable in the interests 1 ouoth thot Palestine ahr, no 
x 


ei 
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remain a member of the sterling area and ceased to be 


5 ” “we 
: ait 22 te enone ae 

a member therefore from Pe Gc eee the date on which 

the belances have been blocksd. “nould the Succussor 


Governments desire it, His Maje: y's Government will be ready 


eurrcney arrangements, the existing 
currency Byard, subject te sny necesscry changes in procedure, 
will continuc to function in the intercets of the holders 
of currency and of Palestine gonerally pending en orderly 
transition to wnetever arrungements may in duv course be made 
for the future management oT the currency. His Majusty's 


Guvernment hope it will be yusgible ty arrenge for the United 


Neticsons Commissicn, if they so dlea re, io Opp sis 3 
representetive to aet £8 an voserver ot the dulibeoratisns of 


the Gurrency Bucrde 
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ANNEX II 
PALESTINE: BALANCE OF PAYMENTS ITH REST OF “/ORLD 


(Amounts in £ millions) 


1 Palestine's Balance of Payments is at present dominated by two 
factors, (a) heavy military expenditure by the U.K. and (b) support from 
Jews in .morica both in cash and kind. 


Ze The attached statements (which in view of the intended withdrawal 
make a purely arbitrary guess, at whet milit.‘cy expenditure will be in 
191.8) cxclude goods imported froe under the Jewish Agency Gift-dollar 
Scheme. No figuresfor such imports are available in London but by: 
assuming them to be roughly equal to the difforence between recorded 
imports and recorded payments to U.S... and Canad (not an entirely 
satisfactory method over a short period) the balance of payments on 
current account may beesct out more revealingly as followsi- 


£& millions 491.7 494.8 


Imports (c.i.f.) ; 7h. 13 
Exports (f.0.b.) : 19 


Deficit on visible trade 3 55 


Net invisibles (including oil) 2 


Deficit on ordinery account oy) 
Jewish Agency Gifts 
(very conjectural) 


: in cash 
- in kind 


Military expenditure 


Cost of camps in Cyprus 


Deficit on current account 


3. So far as the U.K. is concerned the forecasts in the tables are 
mostly based on Departmental estimates; those for U.Sezle, Canada, 
South and Central /jmerica arc based on telegrams 1987 and 1988" from 
Palestine. 


4, The bulk of the expenditure during the first half of 1948 on the 
cost of camps in Cyprus represents monies already owing and is due for 
early scttleoment. 


. «as at vresont forecast Palestine's sterling balances are likely to 
. rot oy I 
e draym dowm during 1948 by 337. 


5 
b 


19th December, 197 


é The difference betreen imports from and payments to Canada suggests 
that dowish Agency dollars are also being used to purchase goods in 
Canada. 


T, 4 97-48 
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PALESTINE ; 


& millions 


PAYMENTS (2) 
Imports (c.i.f.)*” 
United Kingdom 
Uesetis 
Canada 


> US 
e «6 
nN mM ~w 


S. & C,. America 
Turkey 
Other 


co — 
e e 


Refined 011?) 
Cost of camps in Cyprus 
Invisibles: U.K. 

e iUe opie 

s Other 


—> —- Ln 
ee @ 
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Total identified payments 


RECEIPTS 

Exports & wonexporee en ©) 
United Kingdom 
U.SeAe: Diamonds 

Other 

Canada 
Sea Cs 
Other 


America 


Oil companics ae 
Military expenditure. (4) 
Invisibles: U.K. 

: UsSee. 62) 
¢ Other 


Tovnal identified: receipris 


Excluding crude oil and oil] companies 
Jewish Agency Giftedollar Scheme. 


Payments to U.K. companies. 
Excluding oil and oil products. 


Net of surplus stores disposals, 
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BALANCE OF PAYMENTS WITH REST OF ‘\/ORLD 


1948 
Forecast | 
Year | I &IL|III&Ivi Year 


16.0 
6. o(f) 


—_ 


Cov.n —» —~J — 
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705 
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e 
no \0O ©O Wo ON 


6. 
LOe~ 
68. 
De 
26 


O 
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O 
O 
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6 
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e 
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oods imported free under 


Nehefe®ele remittances, etc. but for cost of 


comps in Cyprus sottled through the Crom Agents see PAYMENTS. 


Including Zionist Gift-dollars surrendered. 


Goods to the value of a further 5.2 are expectcd free under the Gift-dollar 


Scheme. 


49th December, 19147 
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PALESTINE: BALANCE OF PAYMENTS “JITH REST OF WORLD a 
£& millions 
Identified transactions on 
Current Account 0 
Payments S : 
Receipts e 
oO 
2 . x 
Deficit 
o 
Errors and Omissions(2) 5 
: > 
Identified investment/ m 
disinvestment had 
Figures shown underlined thus are deficits:= 2.3 
“Ts 
® 
~ 
® 
3 
3. CAPITAL ACCOUNT © 4 
£ millions : (, 
Gi 
Net banking assets in U.K, () te 
increase/decrease rar . 
Government — 
Currency Board oe 
Commercial — 7) 
wn) 
pam 
Recorded imports of gold 
7ODO 
Other capital mevenonte ee 4 2 a S : : 
D7 UO D 
\ omo=~ 
aa [as fens [a [es 4U 
n—-mo 
_— TBS x | 
QaQ- V0 S 4 
p Figures underlined thus me 3 g 
room 
22 1OD 
(a) There is reason to suppose that there have been considerable movements of capital “gaze 
into Palestine on private account. ae | 
oO 
Cc ry = 
(b) At 30th November, 1947, Government a _ 
Currency Board ald 
Commercial ape 
Loan to H.M.G. i m 
49th December, 197 
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Top Sencar 
S6otPEK 
Céatidek dal. 
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Copy to: 
ra(3&. 


Ambassador, 


Treasury 
Mat fark te 

Board of 

Wh, B.C AH 

Ministr 

and rower. t 
Mn Hole. ee twy don 
Ministry of ys de 

7 


[i 
ho Ons. 


IMMEDIATE (By Fast Air Bag) 


TOP SECRET 


Sir, 

I. transmit to you herewith two copies 
of a paper prepared for the . Cabinet by the 
Overseas Negotiations Committee on financial 
and economic questions arising out of the 
withdrawal of British authority from Palestine, 
and two copies of amemorandum and draft 
announcement prepared by the Treasury regarding 
the exclusion of Palestine (and Trans jordan) 
from. the sterling area. The oolicy laid down 
in these papers has now been approved. 

2, I shall be glad if you will be guided 
by the Overseas Negotiations Committee's paper 
in your discussions with the United Nations 
Commission on any financial and economic points 
arising out of the relinguishment of the 
Palestine mandate. A summary of the 
recommendations accepted by the Cabinet will 
be found in the covering memorandum by the 
Chancellor of the Exchequer dated the zlst 
Januarye As regards the decision to exclude 
Palestine from the sterling area, you will have 
learned of this intention from previous semi- 
official correspondence and from telegrams 
which are being despatched concurrently with 


this despatch. I shajl be glad if you will 


treat the matter as top secret until 
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3. There is one point on which the Overseas 
Negotiations Committee paper requires modification. 
The section on German assets (see recommendation 
GC of the Chancellor's memorandum) recommends tha} 

a final decision on implementing the policy which 
would best serve J.M.%.'s interest financially 

should await the report of the Treasury represenfative 
now in Palestine. In the event, a final decision 
has now been taken before the return of the Treagury 
representative to London in the sense that the | 
Government of Palestine should proceed with the | 
liquidation of German assets in Palestine, leaving only 
the mechanics of transfer for later decision. 

H.M.Ge are responsible to the Inter-Allied Repara 
Agency in respect of German assets in Palesting 
and hold these assets in trust for the I.A.R.A. 

The question of their disposal does not arfse un 

the final instructions of the I.A.R.A. are given 
distribution of the assets as a whole. It is 
therefore impossible for H.M-G: to shelve the 
responsibility for liquidating these assets duri 

the remaining period of the mandate, and there is 

no question of the Jewish or Arab communities iy 
Palestine being thereby ar itrarily 

is rightly theirs. 

4, In this 
No 159 of January 24th from Jerusalem 
according to the Treasury representative 
timiiekos- tere, Jewish interests in Palestine are 
Eeticos to buy some of the properties concerned 
from the Custodian of Enemy Assets, presumably 


with a view to securing a good title during the 


period of the mandate. This fact may be useful 
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as showing that the sale of these assets by the 
mandatory Power is not opposed by Jewish 
Opinion in Palestine. 

5. I am sending a copy of this despatch 


to H.M. Ambassador at Washington. 
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3148 Wt. 26469/137 50m 9/46 


REIGN UsFICa, 


end SFebrucry i948. 


FILe 


NOece 
(= 1275/7/%) 


Lit DIAT i. 
T SBLORiGT 


irs 


I transmit to Your «xcellency herewith two covies of a paper 
prepared for the Cabinet by the GUverseas Acyvotiations Comnittee 
on financial and economic guestions srisiny out of the withdrawal 
of British suthority fron ielestine, snd two copies of & 
memorpancum and draft announcement prepared by the Treasury 
regerding the exclusion of Falestine (anc transjordan) fron 

the sterling area. The policy laid down in these papers 
has now been approved. 
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<e I ghall be glad it you will »: guided by the Oversea 

Negotiations Committee's paper in your discussions with the 
United N: tions Commission on any financial and econonsic points 
arising out of the relinqvishnment of the ralestine mandate. A 
sumusarpy of the reconmend:.tions accepted by the Cabinet will be 
found in the covering mesorandum by ths Uhancellor of the 
uxcheguer dated. the 21st danuary. «as regards the decision 

to exclude lalestine from the sterling ares, you vill have 
learned of this intention from previous seni-~official 
correspondence and fron telegrams which are being despatched 
coneurrently with this despatch, I she il be vlad if you .ill 
treet the natter as top secret until you receive a further 
telegram which will give you a date on whien e suitable 
communication should be sade to the United xetions Gomnission. 


aQuaLafay 


3 There is one point on which the Uverseas Negotistions 
Committee paper reyuires modificstion. The section on German 
assets (see recommendstion C of the Chancellor's menorandun) 
recommends that final decision on inplewentine the policy 
which would best serve His vagesty's Governucnt's: interest 
finsneially should await the report or the Treasury 
representutive now in ialestinee In the event, a Vinal 
6ecision hes now been taken Sefore 7 turn oi the Tressury 
representative to London in tre sense t the Government of 
salestine should proceed with the liguidetion of vermen asse 
in kalestine, leaving only the mechanics of » Yor late 
decision. His .ajesty*’s Governszent are responst the 


Inter-Allied kepsration «gency in respect Of Ger an assets 


Palestine, and hold these assets in trust for tne [ene 
question of their dispossl does not srise until the fina! 
instructions of the I...eie.e fre given for the distribution 
of the sssets as a whole. It is therefore impossible for !) 

ajesty's Government to shelve oility for 
Liguidating these assets during the remaining vertiod 
mandates and there is no question of the ce 
communities in islestine beiny thereby arb 
of whet is rightly theirs. 
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Draf 


ra , 


U.K. De¥- 
New/York 


Washing ton 
a 


Diplomatic 


Copies to :-— 


9th February, 1948. 


Ac Gressed to U-K- Dele ation, New ¥ 
Sel. No. G2°of 74 


Repeated for inforiiation to Washin 


teleyram No- | 7t2to Washinton Jot 

Palestine ana sterling area/- 

the date of action has been deferreu, 
Colonial secretary shoula be in the U-s- in 
tine to mane the necessary corumnication to 
Mr. Marshall; the Chancellor ana I therefore 


hope thet he will wane the communication 


personally as ori jineily proposed 
2, Please so inform: Nr. Oreech-Jiones oO 


arrival - 
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(This telegram i 


Ss of particular secrecy and sheuld be 
retained by the 


autherised recipient and net passed on] 


Tep Secret 
FRO FOR: 


(Te United Kingdem Delegation te United Natiens) 
Ne. 620 


1ith February 1948. D. 4.45 aem. 12th February 1948 
Repeated te Washingten Ne. 1713. 


TifPORTA 


aquasafay 


infermatien te ashingten. 


wy telegram Ne. 1712 te Vashingten [ef February 
lith: Palestine and sterling area] 


As the date ef actien has been deferred, 
Celenial Secretary sheuld be in the United States in 
time te make the necessary communication te ifr. 
wJlarshall: the Chanceller and I therefore hepe that 


he Will make the cemmunicatien persenally as eriginally 
prepesed. 


‘391440 OY0934 


Ze Please se inferm sir. Creech-Jenes en arrival. 


[Cepy sent te iiiddle Hast Secretariat]. 
vVvVy¥ 
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Adéressea to Washin,ton No.171 24) i" 
Repeated for information to | 
U-K- Delegation New York 


you will be aware from my despatch No-22 


Date)... 
Sir A- Cadogan, economic and financial measure 


‘ 


Repeat to :-— : : 
P necessary as a result of termination of Palestine 


3914430 QY0934¥ 9178Nd 


MARGIN. 


U.K- Delefati Mandate heve been under consideration by Ministers, 
Hew yor 


and conclusion has been reached that it is 


THIS 


necessary to reiiove Palestine ana ‘'ransjoraan froin 


IN 


aduasafay 


the sterlin; area anu block the wajority of the 


Palestine sterlin;; balances Pro. cena February. 
<- It is nov proposed to release statement to 
press atl ne on sunday, February 2énu. You 
wil have learnt of reasons for this postponement 
fron recent telesrarnis to Anuman repeated to you. 
Iam instructing Sir A- Cadogan to infori the 


United Mations Comission at the same time as the 


announcement is made. 
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5- It is probable thet attempts will be mede 
are 
Dip- Secret by the Jewish lobby to misrepresent our action, 
fie 2 Se- 
but we hope that you ano Cadogan will be able to 


NOONO?T 


counter such iisrepreventations. In view of the 
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probability of such a reaction, we are most 


anxious to ensure that the U.3. Government 
Copies to :-— 

Treasury thorous;hly understanu in advance the reasons 
Colonial OrfPrice 
necesvitatin, our decision. 4s Colonial 


Feet 


100,000 6/47 A.& E.W.L 


secretary will now be in the U-- weil in advance 


of / 


Wt.14696/147 


(33654) 


mh 
ra 


er 


of proposed date of announcenent, Baimatwihen 


him to make the necessary comnunication personally| 


to Mr. Marshall. It will be as well for you to 

inform State Department (preferably Henderson ) 

shortly in advance of Colonial Secretary's action 

‘so that Mr. Marshall may be briefed. 
4. We auree that these communications should be made 

two days before the announcement, i-e. on February 

20th (instead of February 13th). Meanwhile it 

is most importent that no indication of our 


. 


intentions should becone known. Unfortunately 


391330 Q4Y0934¥ 91798Nd 


necessary for action to be taken earlier at short 
notice (see mr telegram No-7¥ ‘to Armaan ) we shall 


let you know by most inmediste tele;;rail as soon as 


THIS MARGIN! 


aquasafay 


we can. It may not, however, be possible to ive | 


the U-S. Govt. as much as two days' notice. In 
that ease we would not expect Colonial vecretary 
to make Communication to Mr. Marshall &nd you 

shoulc notify State Department on receipt of oly 


instructions. ireasury will instruct Sw G-Manro| 


TO BE WRITTEN 


to fake a simultsneous approsch to U.S. Treasury. 


Sus est that you emphasise particularly 


the followin: points 


NOTHING 


3914350 04909348 


‘< 


(1) The action is genuinely in the interests 


of Palestine as well of the sterlin:: area. 


NOQNO1 
- HdVYDOLOHd LHD IYAdOD 


(2) Havin. rez to the explicit provisions 


of the Anglo-American Financial A reenent, exceptidn 


398 OL LON 


canrot be taken to a reasonable limitation of the 2 re ; 3 

crawing down of Palestine's sterlins balunces. | e OA Ea at . oe ae oes | 
(3) The currency board «rill continue to 

function in London, with the object of haintainin; 


confidence in the Palestine currency. eee ea ee ee 


(ey Ee : ae 6 ey Be oe | 
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Borne 
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(4) His Majesty's Government have 
explicitly declared their illingness to 
discuss with the successor Governnenté 
they so desire, the guestion of their 
readiission to the sterlinz: area. 

6. should be grateful to know urgently 
vyhether you consider that in order to leet 
the expectec reactions, any amendment is 
necessary in the drait statement attached as 

un 
Annex I to E-P.C.(48 )8 enclosed wit copy of 


my Gespatch referreu to in para-l above. 


MARGIN. 


Amounts quoted in para h < of that stateient 


IN THIS 


are £7 million, £4 willion ana £3 million 


respectively. 
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particular secrecy and should be 
erjsed recipient and not passed on]. 


DIPLOMATIC 


IGN OFFICE TO | 


NO, 1712, | 
February llth, 1948. D.4.40. am. February 12th, 1948, 


Repeated te U.K.Delegation New York No. 619, 
TiiPORTANT, 


3914350 Q4Y0934 9178Nd 


AS you will be aware fron ny despatch Ne, 292 
to Sir A, Cadegan, economic and financial measures 
hecessary as a result of termination of Palestine 
mandate have been under consideration by tinisters, 
and conclusion has been reached that it is necessary 
te Yemeve Palestine and Trans~Jerdan from the Sterling 
area and bleck the Majerity of the Palestine sterling 
balances from 22nd February, 


aouarafay 
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iy 


ae 

Baty Sac 
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2. It is now propesed to release statement to 


press at 1 a.m. on Sunday, February 22nd, You will 
have learnt ef reasons for this postpenement fraa 


recent telegrams to Anman repeated toyou. I am 
instructing Sir A, Cadegan to inforn the United Nations 
Comission at the same time as the announcement ig made, 


3. It is probable thet attempts will be made 


by the Jewish lebby te misrepresent our action, but we 
hope that you and Sir A. Cadogan will be able to 
counter such misrepresentations, Tn view of the 
probability of such a reaction, we are most anxious to 
cnsure that the United States Government thoroughly 
understand in advance the Teasons necessitating our 


Will now be in the 


proposed date of 
Chancellor and I would like him te 
necessary comnunic 
Marshall, It will be 
State Department (prefe 


advance ef Colonial Sec 
Marshall may be 
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ortly in 
action so that ii 
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h. I agree that these communications should 
be made two days before the announcement, i.¢. on 
February 20th (instead of February 13th). 
Meanwhile it is most 4mpertant that no jndication 
ef our intentions should become knom,. Unfertunately 
leakage is always pessible and if it is necessary 
fer action to be taken earlier at short notice 
(see my telegram No. 79 to Amman) we shall let you 
know by mest smmediate telegram as seon as We Can. 
It may net, hewever, be pessible to give the United 
States Gevernment as much as two days’ notice, 
In that case we would net expect Colenial Secretary 
te make cemiunication to iir. Marshall and you should 
notify State Department on receipt ef my instructions. 
Treasury will instruct Sir G. Munre te make a 
simultaneeus appreach te United States Treasury. 


391340 Q4Y0934 9178fNd 


5. 1 suggest that you emphasise particularly 
the fellewing peints: 


(1) The aotien is genuinely in the interests of 
Palestine as well as of the sterling areca. 


aQuarafay 


(2) Having regard te the explicit provisions 


ef the Anglo-American Financial Agreement, 
exceptien cannot be taken to a reasonable limitatien 


ef the drawing dem of Palestine's sterling balances. 


(3) The currency beard will centinue to function 
in Lendon, with the ebject of maintaining cenfidence 


in the Palestine Currency. 


(1) His Majesty's Gevernment have explicitly 
declared their willingness te discuss with the 
successer Gevernuents, should they se desire, the 
question ef their readmission to the sterling area. 


6, I should be grateful to knew urgently 
whether you consiéer that in erder te meet the 
expected reactions any gmenament is necessary in 
the draft statement attached as Annex I te ue PeCe 


(1,8)8 enclosed in copy of ny despatch referred to 
in paragraph 1 above. Ameunts queted in paragraph 
Lh of that statement are £7 million, £4 million and 


£35 miliion respectively. 
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[Cepy sent to hiddle East Secretariat. ] 
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PROS W tee SOUP CR AIGN Urb iJ 


Lord Inverchapel. 
To. 749 D. 6.20 pow. 14th February ,1946 
14th February, 1945 R.11.21 pew. 14th February,1946 


Repeated to United Kingdom Delegation New Yor 


2 


391330 Q4Y0934¥ 9178Nd 


ssed_ to Foreign Otiice telegran ‘0.740, 
repeated to United “ingccu Delegation “ew York. 


Your telegras Mo.1712 parazranh &. 


aouaLafay 


I do not (repest not) consider any 
amendment necessary. 


. = 


[Copy sent to Miccle Bast Secretariat]. 
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/ 
19th February, 194 


af 
Ada@ressed to Washington tel-No 2059 or vel Do : 
Repeated, to U-K- Delegation New York , 
} Jerusalem é 


NOV esesssetee 
: Palestine 


(Date) 
and sterling area/- 


Repeat to. 
Following is final text of statement to 


39143450 QY0034 9179Nd 


MARGIN. 


be issued at 1 a-m- on February 2end- 


Begins - 


The approaching termination of the Palestine 


IN THIS 


aouaLsafay 


Mandate has made it necessary for His Majesty's 


Government to consider what financial arrangements 
should be made in orcer to preserve the resources 


of Palestine for tne use of the new States and to 


5 
safeguard the balance of payments position of the 


4 
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f 
sterling area- His Majesty's Government are 


resolved to do all in their power to prevent damage | 


to the financial and economic structure of 


NOTHING 


a, Palestine during the period of their withdrawal - 
Distribution :— 


‘391453450 QY00RY 
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2. During the period of the Mandate, Palestine 


Dip, Secret 
has been a member of the sterling area- She is 


NOONO?T 


2178Nd JHL 40 
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also the holder of sterling balances, the present 


total of which is about £100,000,000; a large 


39 OL LON - HdVYDOLOHd LHDIYAdOD 


amount in proportion to the size of the country. 


These balances have been drawn on rapidly in 


recent months so that the resources of Palestin 


100,000 6/47 A.& E.W.Ltd. 


which will be needed for the development of the 


country, are in danger of being anduly depleted 


Wt.14696/147 


(33654) 


cin 


ee ene 
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and the balance of payments pr lem of the 
sterling area is aggravated. 

3. As in the case of other countries holding 
large balances - e-¢- India, Egypt and Iraq - the 
only way in which the drain can be stopped is by 
blocking the greater part of the balances. His 
Majesty's Government have decided therefore that 
the balances of Palestine must ,be simidarly 
blocked and have taken steps accordingly- 

vom those 


Majesty's Government will make available during 


of the Mandate and subsequently] 


391340 QY0034 91718Nd 


MARGIN. 


THIS 


4. For imediate requirements £7 millions are 


being released in order to provide £4 millions as 


IN 
aouasrafay 


working balances for the banks in Palestine and 
£3 millions to be used together. with current 
accruals of sterling which will be at Palestine's 
disposal for current expenditure until the middle 
of May- The amounts of these releases have been 
arrived at after careful consideration and 
consultation with the present diinistration and 
His Majesty's Government are satisfied that they 


~ 


should prove sufficient to enable Palestine to meet 
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all her essential needs during that period. 
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Future policy for release from the sterling balancep 
will be the subject of consultation between His 
Majesty's Government's representative at the United 


N 


Nations, Sir Alexander Cadogan, and the Commission 


38 OL LON 


for Palestine which has been established by the 
United Nations, and the views of the Commission 


will be given full consideration in the formation 


of policy in regard to future releases: As soon 


ie 
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ca fe tee ge ee 


aa ae 
‘ ON 
es. eee oo a Boo. | as the Joint Economic Board is established, 
oe ea | 5 ee ne : | His Majesty's Government will also initiate 
are ee | : | ye a | discussions with the Board for the same 


Pa a TRS se 7 : | purpose: 


eee aa ° | S | 5. In the special circumstances of Palestine, 
wnere Hi Majesty's Government must assume 
that, for 4 period at least, a thorough and 
comprehensive exchange control will be lacking, 
2 a : ; POG SVE the plocking of the balances would not 

ae ee - entirely safeguard the resqurces of Palestine 


or of the sterling area: If His Majesty's 


3914530 QY09348 9178NMd 


Government allowed a situation to continue in 
which leakages could oceur, they would not be 
carrying out their responsibilities to the 


sterling area or to Palestine. His Majesty's 


IN THIS . MARGIN. 


aouarafay 


Government therefore consider it desirable 
that Palestine should not remain a member of 


the sterling area and she has ceased to be a 


menber from February 2end, the date on which 
the balances have been blocked. Should the 
successor Governments desire it, His Majesty's 


Goverment will be ready to discuss with them 


fae 


the question of their readmission to the 
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sterling area- 


Lash 
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6. As regards currency arrangements, the 


NOQNO? 


existing Currency Board, subject to any 


di 


necessary changes in procedure, will pase : 
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continue to function in the interests of the 
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holders of currency and of Palestine 
generally pending an orderly transition to 


wha tever/ 
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Possible for the United Nations’ 


if the 
y so desire, to appoint a representative 


to 
act as an observer at the deliberations of 


the Currency Board. 
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[This telegram is of particular seoree@y and should be 
retained by the mthorised recipient and not passed on | 


DIPLOMATIC (SECRET. DISTRIBU. ION 


TO \ASHINGTON 


aT Te 


D: 9.50 Dem. 20th February, 1948 


: New York (United Kingdom 
Delegation) No. 798 
Jerusalem 
_ Amman No. 110 


3914430 QY0934 91718NMd 


20th repeated for into 
New York, Jerusalem and Amman. 


Your telegram No. 749 fof February 14th : palestine 
and sterling areal. 


aoquarafay 


Following is final text of statement to be issued 
at leaem. on February 22nd. 


[Begins ] 


. oN mr 4 . 
CCL Ppa 


The approaching termination of the Palestine liandate oe 
has made it necessary for His Majesty's Government to 
consider what financial arrangements should be made in 
order to preserve the resources of Palestine for the use 
of the new States and te safeguard the balance of payments 
position of the sterling area. His Majesty's Government 
are resolved to do all in their power to prevent damage 
to the financial and economic structure of Palestine during 


the period of their withdrawal. 


2, During the period of the jiandate, Palestine has 
been a member of the sterling area. She is also the holder 
of sterling balances, the present total of which is abotat 
£100,000,000; a large amount in proportion to the size of 
the country. These balances have peen drawn on rapidly in 
recent months so that the resources of Palestine, which will 
be needed for the development of the country, are in danger 
of being unduly depleted and the balance of payments problem 


of the sterling area is aggravated. 


~ Hd¥YDOLOHd LHDIYAdOD 
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3. As in the case of other countries holding large 
palances - e.g. India, kgypt and Iraq - the only way in 
which the drain can be stopped is by blocking the greater 
part o: the balances. His Uajesty's Government have decided 


/therefore 


ID a 


therefore that the balances of Palestine must be 
Similarly blocked and have taken steps accordingly. 

In order to provide immediately for the carrying on , 
of Palestine’s normal international trade His Majesty's 
Government will make available from those balances 
during the remaining period of the Mandate and 
subsequently the resources which they are satisfied are 
necessary. 


4 For immediate requirements £7 millions are 
ee released in order to provide £4 millions as 
working balances for the banks in Palestine and 
£5 millions to be used together with current accruals 
of sterling which will be at Palestine's disposal 
for current expenditure until the middle of May. 
the amounts of these releases have been arrived at 
after careful consideration and consultation with the 
present administration and His liajesty's Government 
are satisfied that they should prove sufficient to 
enable Palestine to meet all her essential needs 
ree that period, Future policy for release from 
the sterling balances will be the subject of consultation 
between His Kajesty Governnent's representative at 
the United Nations, Sir Alexander Cadogan, and the 
Commission for Palestine which has been established 
by the United Nations, and the views of the Commission 
will be given full consideration in the formation of 
policy in regard to future releases, is soon as the 
Joint «:conomic Board is established, His eet) S 
Government will also initiate discussions with the 
Board for the same purpose, 


db. in the special circumstances of Palestine, 
where His uajesty’s Government must assume that, for a 
period at least, a peoncagy and comprehensive exchange 
control will be lacking, the blocking of the balances 
would not entirely safeguard the resources of Palestine 
or of the sterling area, If His liajesty’s Government 
allowed a situation to continue in which leakages 
could occur, they would not be carrying out their — 
responsibilities to the sterling area or to Palestine, 
iis .ajesty's Government therefore consider it desirable 
that Palestine should not remain a member of the sterlin 
area and she has ceased to be a member from February 22n 
the date on which the balances have been blocked, should 
the successor Governments desire it, His uajesty s 
Government will be ready to discuss with them the question 
of their readmission to the sterling area, 


6 AS regards currency aerange elves the existing 
a 


Currency 3oard, subject to any necessary changes in 
procedure, will continue to function in the interests of 
he holders of currency and of Palestine generally, 
pending an orderly transition to whatever arrangements 
may in due course be made for the future management of the 
currency, His ..ajesty's Government hope it will be 

ossible for the United Nations Commission, if they so 

esire, to appoint a representative to act as an observer 
at the deliberations of the Currency Board, 
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The directive specifically states:— 
No 
(a) “It isLpart of your duty to undertake any 
administration for any part of Palestine 
except in so far as it is essential in | 
ofder satisfactorily to achieve your object". 
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Americans about the Middle Hast, and also in 
order to forestall as far as possible any 


‘391440 GY0938 
NOISSTWHY3d LNO 


NOQNO?T 


2178Nd JHL JO 
“HLIM ATIWIIHdVYDOLOHd G39NGONd3y 


— 


3914430 Q4Y0934 J118Nd 


aouasafay 


. 
. 


~ HdVSYDOLOHd LHD IYAdOD 


38 Ol LON 


Minutes. 


critical reactions from the United States 
Government, that we should infonpm Mr. Henderson 
of the State Department through our Embassy in 
Washington not less than a week beforehand. 

We can do this in strict confidence. 


or The question of German assets 
(see brief for the Secretary of State, para- 
graph 4) clearly needs careful consideration. 

I note that a final decision is to be deferred. 

Le We must of course take every possible 
care to forestall as far as possible accusation 
that H.M.G are proposing to appropriate assets 
belonging to the Government of Palestine. 


er I have no further comments at such 
short notice. 
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The Chancellor is about to circulate to the Economic 


Policy Committee the papers of which copies are below: - 


(i) Treasury Note regarding Palestine sterling 


‘balances (Flag A) 
(ii) Draft public statement regarding Palestine 


sterling balances (Flag B) 


iii) General recommendations on Palestine 
financial and economic questions (Flag C)- 


Ze The most ‘important decision is that it is necessary 
(FFB misrion) 
that the Palestine sterling balances ,should be blocked 


and that Palestine should be removed from the sterling 


areae There can be no doubt that this step 15 


w 


essential in order to safeguard our own balance of 


payments position and to preserve the resources of 


Palestine for the successor States. It is realised 


+hat this decision may provoke strong adverse criticism 


from the Jewish lobby in the United States, and that the 


misrepresentations which are probabl¢@ mate do us harm 


with United States public opinion at a critical time. 


The Foreign Office has considered this aspect very 


carefully; but has come to the conclusion that the 
_pratetey an 


Tt must be carried out immedie 
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every effort will be made to explain the decision in 
a favourable light. The statement includes a promise 


that His Majesty's Government will be*ready to discuss 


with the successor governments the cuestion of their 


re-admission to the sterling area. It promises that 
future policy for tue releasesfrom the sterling balances 

Majesty's 
Government's representati¥a an 


and that Similar discussions ‘rill be initiated with the 


Joint Econcemic Board when it is established. It states 


3915330 Q4Y0934 9178Nd 


4 


that the existing Gurrency Board 
function in the inte 
in Palestine and generally, and 


tie chance of a@ppcinting a presentative to act as an 


vee te 


aouarafay 


once Pale 


as they have the curprencye it is intended to have 


Vv 


discussions with the Trans-dJcrdan Government i advance 


in oréer to exolalr 


that their position when outside 


ee RE 8 me pret PO RN IEE BNE Ge wee go: pe tS ete 


t aa % : At. 54, we : + 2 
some =8 when the ~an.2t. and. to. prom: 
Nene crore PME! 4 EMD OLE I Bato — ; : ees 


they will be r 


3914340 QY0034 


DQITGNd JHL JO NOISSIWHY3d LNO 
P—HLIM ATIVOIHdVYDOLOHd OZINAON da 


2 On) Us 


eA leeers 


NOQNO1 
~ HdVSYDOLOHd LHD IYAdOD 


38 OL LON 


considers (See revised portion at Flag 


of German assets 


the Likelihood of a considerable loss in desi 


Reparations Agency, 


on the 


391340 QY0934 9178Nd 


fom eae: 
rss i aa res 
Nw Ne newen y ane 


aouarafay 


. 
~AT + 


Olyg Ls} 


ee ithe aA ; _ 6, aa ee oe 
MeCN Gb Otis nae pa CiluUG e 


rvade.. 
Lied Wan ee 


Pe Nr 


¢ 
en One ae 
~ 


*391450 0480938 
NOISSIWHY3d LNO 


NOQNO?1 
-HLIM ATIVIIHdDYYSOLOHd O39ND0N d3d 


JIWAd JHL 40 
- HdVYDOLOHd LHD IYAd09 


39 OL LON 


a ou Oe oe 
Weal Lk UY e@ 


apminsticn 


Silel 


eshis. 9peeuren 


a WY ns de hoa wae 


3913430 QY0034 9178Nd 


= 
wc 

oh 
ran 
X 
a 
3 
9 
ay 
j 


‘39153530 QY0938 


NOQNO? 
~ HdVHDOLOHd LHDIYAdOD 


“-HLIM ATIWOTHdVEDOLOHd O39NGOY d38 
38 OL LON 


1. Statement of Problem. 


a 


A 


of State an 
Wee a Piel Ee 
x to be considered, 
seme flags. The 


~ooints.e. The 


391340 G40934 9178Nd 


aouaLsafay 


1, te 
an (onsen 
he Ne ae et be 


Wve. PRUPCeass- OF 


CAV ole 


‘391440 O409348 


JQIT9Nd JHL JO NOISSIWY3d LNO 
-HLIM ATIWOIHdVEYDOLOHd G39NGONd3a 


NOQ NOT 
- HdVYDOLOHd LHDIYAdOD 


39 O1 LON 


aes 
: ee 


Ex 
AS 


Recommendations. 


The Foreign Office repese 


the orevious 


pes 


Je PulLly. reelise 


in the blockin she sterling 


Palestine 


391340 QY0034¥ 3178Nd 


aquasafay 


anwar 
A wd 93 


‘391440 0400348 


NOQNO] 
- HdVYDOLOHd LHD IYAdOD 


38 OL LON 


Printed for the Cabinet. January 1948 


SECRET 


E.P.C. (48) 7 
21st January, 1948 


CABINET 


Economic Policy Committee 


FINANCIAL AND ECONOMIC QUESTIONS RESULTING FROM THE 
WITHDRAWAL FROM PALESTINE 


MEMORANDUM BY THE CHANCELLOR OF THE EXCHEQUER 


I attach for the consideration of my colleagues the report of the Overseas 
Negotiations Committee on financial and economic questions arising out of the 
withdrawal of British authority from Palestine, for which the Cabinet asked 
at their meeting on 4th December (C.M. (47) 98rd Conclusions, Minute 1). 


2. It will be observed from paragraph 4 of the report that the following 


three questions are dealt with in a separate memorandum which is being circulated 
as E.P.C. (48) 8 :-— 


(i) Should Palestine leave the sterling area ? 
(ii) Should Palestine sterling balances be blocked ! 
(iii) Should the Palestine Currency Board continue to operate ! 


3. The following is a statement of the recommendations for which approval 
is desired :— 


A.—Oil Interests (paragraph 14) 


It is recommended that Sir Alexander Cadogan should seek to establish with 
the United Nations Commission that :— 


(a) All agreements between the Palestine Government and the Iraq Petroleum 
Company Limited and Consolidated Oil Refineries Limited, respec- 
tively, should be treated in accordance with Chapter 3, paragraph 3 (d), 
of the Plan of Partition with Economic Union, 7.e., that they shall 
continue to be valid according to their terms, unless modified by 
agreement between the concession-holder and the State. 

(b) The British oil companies in Palestine should be free to export petroleum 
products to such destinations as they choose. 


It is further recommended that Sir A. Cadogan should be asked :— 


(c) To give early ve of any hint that the Commission may be considering 
ollar-invoicing the products of the Consolidated Refineries Limited. 


B.—A ssets and Liabilities (paragraph 30) 


It is recommended that in his negotiations with the United Nations Commis- 
sion Sir Alexander Cadogan should ensure that :— 


(a) A clear distinction is drawn between Palestine Government assets and 
assets of His Majesty’s Government. 

(b) That the vesting of land directly in the Service Departments is duly 
acknowledged as full and clear title of His Majesty’s Government 
Departments, with freedom to dispose of such assets as they may deem 


desirable should they not be disposed of before the termination of 
the Mandate. 


It is further recommended that Sir Alexander Cadogan should be asked :— 


(c) To discuss with the Commission plans for the safe custody of such stores 
left behind by the military, and for their movement to the Haifa 
enclave for subsequent evacuation, possibly an appreciable time after 
ist August. 


It is further recommended that Sir Alexander Cadogan should be asked to 
establish the following principles :— 


(2) That the surrender of Palestine Government assets is conditioned on the 
unqualified acceptance of the liabilities incurred by the Palestine 


348324 
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Government (there is every indication that the liabilities will exceed @ 
the liquid assets). 

(ec) That notwithstanding clause 2 of Section E of Chapter 4 of U.N.S.C.0.P. 
Report (see footnote), as long as the mandatory period lasts, Palestine 
Government must be free to control the finances of Palestine as she 
deems necessary in the interest of Palestine as a whole, and 

(f) That adequate arrangements are made to indemnify His Majesty's Gov- 
ernment in respect of their guarantee of Palestine 3 per cent. 


; Guaranteed Stock, and for payment of superannuation benefits. 


C.—German Assets (paragraph 38) | 

It is recommended that a final decision on implementing the policy which 
would best serve His Majesty's Government’s interests financially, described in 
(a), (b) and (c) of paragraph 37, should await the report of the Treasury repre: 
sentative now in Palestine, it being understood that so far as can be determined at 
present any alternative to the policies advocated in (a) and (b) must definitely 
result in serious loss to the Exchequer, some of which will be in terms of lower 
receipts of hard currency (Swiss francs from German assets in Switzerland). 


D.—Safeguards for Commercial Interests (paragraph 44) ° 
It is recommended that Sir A. Cadogan should be asked :— 
(2) On the treatment of goods, to discuss the question with the Commission 


on the lines proposed in paragraph 41. | 

(b) On the treatment of nationals, companies and shipping, to secure an 
undertaking from the Commission that, while they are responsible for 
administering the territory, they will grant to United Nations 
nationals, including juridical persons, national and most-favoured- 
nation treatment in all matters pertaining to commerce, industry, 
shipping, civil aviation and other forms of business activity within 
Palestine, subject to the reciprocal grant of similar treatment in like 
matters by the United Nation concerned to Palestinian nationals. 
This undertaking would be understood to be subject to any exceptions 
customarily included in commercial treaties. Similarly the provisions 
with respect to reciprocity granted by each of the United Nations 
would be understood to be subject to the exceptions customarily 
included in the commercial treaties concluded by that State. The 
Commission should also be asked to ensure that, in handing over to the 
successor States, if and when established, a similar undertaking valid 


for a period of at least two years is obtained from them. 


E.—Eaports from Palestine (paragraph 46) 
It is recommended that Sir A. Cadogan be asked to request the United 
Nations Commission to facilitate the exports of citrus and potash to the United 


Kingdom. 
F —Procurement of Food-stuffs and Fertilisers (paragraph 51) 


It is recommended that Sir A. Cadogan be asked :— 
(a) to inform the United Nations Commission that we will maintain existing 
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sponsorship, procurement and shipping of food and fertiliser supplies 
for Palestine which will be required up to 15th May, the latest date for 


the termination of the Mandate; 

(b) to inform the United Nations Commission that we will accept no direct 
responsibility for sponsorship, procurement and shipment of supplies 
required subsequently ; 

(c) If the United Nations Commission request us to continue as agents pro- 
curement and shipment of food supplies, to refer to the Foreign 
Secretary's undertaking in the House of Commons on 12th December 
to render assistance to smooth out the transition, and to state that he 
must seek instructions, but to give no indication that we should be 


prepared to act as agents in this matter for any considerable period. 


R. 8. C. 
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Treasury Chambers, S.W. 1. 
Pst January, 1948. 


Norg.—During the period between the appointment of the United Nations Commission 
and the termination of the Mandate, the Mandatory Power shall, except in respect of ordinary 
operations, consult with the Commission on any measure which if may contemplate involving 
the liquidation, disposal or encumbering of the assets of the Palestine Government, such as the’ 
accumulated Treasury surplus, the proceeds of Government bond issues, State lands or any other 


assets. 


SECRET 
22nd January, 1948 


CABINET 


FINANCIAL AND ECONOMIC QUESTIONS ARISING FROM THE 
WITHDRAWAL OF BRITISH AUTHORITY FROM PALESTINE 


REPORT OF THE OVERSEAS NEGOTIATIONS COMMITTEE 


Introductory 


THE Overseas Negotiations Committee were asked to prepare, for considera- 
tion by Ministers, a comprehensive paper on financial and economic questions 
arising out of the withdrawal of British authority from Palestine (C.M. (47) 
93rd Conclusions, Minute 1). 


2. This report has been prepared on the basis that as far as practicable it 
should be assumed that the United Nations plan will be put into effect. In 
fact, however, as far as can be foreseen, the Palestine Arabs supported by the 
Arab States will boycott the United Nations Commission and refuse to co-operate 
in the establishment of an economic union of Palestine administered by a joint 
economic board. Unless the Commission is furnished with a force by the United 
Nations for the maintenance of order, it seems likely that guerilla warfare and 
confusion will reign in the areas evacuated by British troops. The confusion may 
well be increased by the migration of Jews and Arabs from areas where they 
are in a minority. The Jews will probably have to defend themselves within 
an enclave limited by military requirements; the remaining part of Palestine 
will be in Arab hands but is unlikely to be constituted as an Arab State since 
this would represent acquiescence in the partition plan. Where, therefore, any 
breakdown of the United Nations Plan would vitally affect our financial and 
economic interest in Palestine the relevant portion of the report will point this 
out and the recommendations will take account of it. : 


3. Very broadly the United Nations Plan provides: (a) that the mandatory 
Powers shall hand the administration of Palestine over to a Commission appointed 
by the United Nations which shall establish Arab and Jewish States and an inter- 
national State in the City of Jerusalem; (b) that these States shall be united 
in an economic union of Palestine among whose principal objectives will be a 
Customs Union and a Joint Currency system providing for a single foreign 
exchange rate; (c) that there shal! be established a Joint Kconomic Board, whose 
functions will be to implement either directly or by delegation the measures 
necessary to realise the objectives of the Economic Union. Until the Joint 
Economic Board is functioning (if indeed it ever does) the United Nations 
Commission will have full responsibility for financial and economic administration. 


4. A separate submission is being made by the Treasury, proposing that— 


(a) Palestine should leave the Sterling Area; 
(b) Palestine’s sterling balances should be blocked; and 
(c) the Palestine Currency Board should continue to operate for the present. 


The rest of this paper has been prepared on the assumption that these proposals 
are approved. (If Palestine’s sterling balances are to be blocked, it will be 
necessary for the Committee to consider the level of the releases to be made.) 


Oil Interests 

5. Palestine is highly important to the British oil position, since oil produced 
in Iraq by the Iraq Petroleum Company is piped by them across Palestine to 
the Company’s tank farm near Haifa, from which they feed crude oil to the 
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Consolidated Refineries Limited. Approximately 2 million tons per annum of 
crude oil are now derived from this pipeline and 1 million tons ak are shippe 
on British Companies’ account from Tripoli and the Persian Gulf. It is hoped 
that the refining capacity at Haifa will be increased to produce from 7-9 million 
tons per annum by 1951, using the increased quantities of crude oil which should 
flow through the new pipeline now under construction. 


6. The crude oil produced by the Iraq Petroleum Company is owned as 
to 474 per cent. by British interests, as to 233 per cent. by United States interests, 
as to 233 per cent. by French interests, and as to 5 per cent. by a Mr. Gulbenkian. 
The Consolidated Refineries Limited are 100 per cent. British-owned. 


7. The Iraq Petroleum Company and Consolidated Refineries Limited 
operate in Palestine under agreements with the Palestine Government due to 
expire in January 2001 and October 2003, respectively. In the United Nations 
Plan of Partition with Economic Union, Chapter 3, paragraph 3 (d) stated 
‘Commercial concessions granted in respect of any part of Palestine before such 
adoption of the resolution by the General Assembly shall continue to be valid 
according to their terms, unless modified by agreement between the concession- 
holder and the State.’’ The operation of the two companies should be protected 
by this article. The Iraq Petroleum Company have, however, a number of other 
agreements with the Palestine Government and Municipalities involving such 
considerations as mining rights, water projects, occupation of land, &c., which 
they would also wish to have safeguarded. 


8. Because of the shortage of refining capacity throughout the sterling area 
and the rest of the world, the loss of the refinery at Haifa, or any attempt by the 
local government to restrict or direct export of petroleum products, or to interfere 
with imports of machinery, raw materials and crude products, essential both for 
normal requirements and maintenance of the refinery and pipelines and for 
expansion schemes, would have a most serious effect on the oil situation in the 
sterling area. Palestine and other neighbouring States draw their requirements 
of petroleum products from the refinery at Haifa and interference with the 
production or the products would, therefore, also have serious repercussion on 
those States. It would also seem to be against the interests of a Jewish successor 
Government in Palestine to take any action which would close Haifa refinery 
or restrict its activities, since this would lose for them an important source of 
revenue, Current annual expenditure by the British Oil Companies on loading 
dues, taxes, rents, wages, purchase of local materials and capital costs is estimated 
at about £5-25 million, and will be considerably higher when the expansion 


schemes have been completed and are operating. 


9. At the moment the Refinery Company never owns the oil that it processes. 
Ft is remunerated on a fee basis and, as its sole shareholders are Companies 
that distribute the refined product, this fee may be less than would be charged 
by an outside concern. There is a possibility that the successor Government will 
be attracted by the opportunity of earning hard currency or gold presented by 
the existence of the refinery on its territory. .Assuming that it respects the terms 
of the convention signed by the Mandatory Government in 1933, it cannot secure 
an appreciable return from the Company by way of taxation or port dues certainly 
until 1958 and probably not before the beginning of next century. 


10. The successor Government may, however, attempt to secure an exchange 

profit either by— 

(a) insisting that the Refinery Company increases its processing fee to the 
full ‘‘ economic *’ level and receives some part of the fee in gold or 
hard currency, or 

(b) more likely—laying down that all oil refined in Palestine must be soluel 
for dollars. 


Whether the successor Government will really give way to this temptation is 
unknown. If it did and succeeded the result would be extremely serious. The 
production of the Haifa refinery will increase during the next few years. If 
the oil companies have their way the British share alone will be 74 million tons 
in 1950 and the differance in cost between the crude oil intake (for which 
presumably we would charge Palestine dollars in the circumstances envisaged) 
and refined oil output is of the order of £20 million at present prices. 

11. Alternative 10(a) therefore would mean our paying a fair proportion 


of this amount in gold: alternative 10 (6) would mean paying in dollars for that 
proportion of the Haifa output that was consumed in the sterling area. 
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12. On the other hand, we are not without weapons with which to oppose 
such an attempt by the successor Government, ¢.9., (a) we could refuse to praceed 
with the expansion of the refinery and the pipeline across Palestine which this 
involves, (b) refineries wear out pretty quickly and we could in the last resort 
(and at considerable expense to ourselves) transfer the refinery elsewhere, 
(c) dollar-invoicing 1s a game at which two can play and Palestine must take 
an appreciable part of her imports from the sterling area 


13. For the moment it is difficult to see what can be done to ward off the 
prospect of the successor Government adopting such tactics. We certainly do 
not want to delay the expansion of Haifa longer than we are already likely to 
be forced to delay it by shortages of plant and material. On the other hand if, 
during the discussions, there is any hint that we are going to be faced with this 
sort of demand, His Majestv’s Government should have early warning in order 
to reconsider the policy in regard to the refinery. 


134. It should be mentioned that the Iraq Government have expressed 


anxiety about the future of the Haifa refineries in view of their interest in the 
exports of Iraqi oil through that port. 


13p. The effect of the establishment of a Jewish State on the existing and 
projected pipelines also requires careful examination. Arab States may well 
make difficulties over way-leaves of pipelines whose terminals are to be in the 
Jewish State. American pipeline construction may be difficult in Arab countries 


for some time to come. 


Recommendations 
14. Itis recommended that Sir Alexander Cadogan should seek to establish 


with the United Nations Commission— 


(a) that all agreements between the Palestine Government and the Iraq 
Petroleum Company Limited and Consolidated Oil Refineries Limited 
respectively should be treated in accordance with Chapter 3, para- 
graph 3 (d). of the Plan of Partition with Economic Union, 7.e., that 
they shall continue to be valid according to their terms, unless modified 
by agreement between the concession-holder and the State ; 

(b) that the British oil companies in Palestine should be free to export 
petroleum products to such destinations as they choose. 


It is further recommended that Sir A. Cadogan should be asked— 


(c) to give early warning of any hint that the Commission may be considering 


eu 


dollar-invoicing the products of the Consolidated Refineries Limited. 


Assets and Liabilities 
Fired Assets in Palestine of His Majesty's Government 

15. Details of the value of the fixed assets constructed by the Service Depart- 
ments in Palestine have been requested from the Middle East but this information 
has not yet been received. It is believed that the bulk of the assets are sited 
on requisitioned, hired and expropriated land. Many of these assets are of 
military value only but others would have considerable civilian-use value. The 
Service Departments are endeavouring to sell the assets which have been con- 
structed on freehold land, but sales of assets of major political significance will 
only be made with the concurrence of the Palestine Government. 


16. In the absence of the report referred to. only very tentative estimates 
of the value of the assets can be made, but the salvage value of assets constructed 
on hired, requisitioned or expropriated land is believed to be of the order of 
¢2 million and the value to a willing purchaser would probably be substantially 
higher. 

17. It is the view of the Palestine Government that if titles remain in 
their present form, 7... vested in the High Commissioner, there might be a 
difficulty im asserting the rights of the Service Departments of His Majesty's 
Government in this land after the termination of the Mandate when the office 
of the High Commissioner will presumably cease to exist. This land was vested 
originally in the High Commissioner on behalf of the Service Departments 
concerned, presumably to avoid any question arising of challenge under Article 5 
of the Mandate. but 1t seems clear that the provisions of this article were not 
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intended to preclude ordinary acquisition of private rights to land, cf. leases 
granted to foreign consulates and the British Army 1n Palestine. 


18. It is the conclusion of the High Commissioner that the safest and most 
effective means of protecting the interests of His Majesty’s Government in this 
land is to vest it directly in the Service Department concerned, either by a 
special ordinance or otherwise, and he has so informed the Military Authorities 
concerned in Palestine. It is their policy to endeavour to sell off all immovable 
assets with the least possible delay but, both because this may mean considerable 
loss and because in the time and with the staff available it may not prove possible 
to dispose of all property, some such method of protecting His Majesty's 
Government’s interests appears hecessary. 


Movable Assets 

19. The only known movable assets of His Majesty’s Government remaining 
‘n Palestine after the termination of the Mandate will be military stores. A 
detailed note on these is given in Appendix B. 


Liabilities of the Palestine Government 


20. The appointment of a United Nations Commission as an administering 
authority for the whole of Palestine to take over the administration of the country 
following the termination of the Mandate involves the question of the negotiations 
to be carried out for the surrender of the assets of the Palestine Government and 
the terms upon which such a surrender should be made. In such negotiations 1t 
is essential that clear distinction is drawn between the assets of the Palestine 


Covernment and the assets of His Majesty’s Government. 


21. The Commission will, no doubt, be guided by the financial clauses of 
the Plan of Partition with Economic Union and these present some difficulties 
as to the definition of the obligations of the Palestine Government, the means 
which would be available to honour the obligations taken over by the Commission 
and the handling and distribution of governmental movable and immovable assets. 


292. The assets of the Palestine Government might be summarised as 
follows :— 


(i) General revenue balances. 

(ii) Funds for specific purposes. 

(iii) Funds in respect of Public Debt. 

(iv) Government lands, buildings and stores. 
v) Internal loans. 


(vi) Trust funds. 
(vii) Palestine 3 per cent. Defence Bonds and Palestine Savings Certificates. 


93. The liabilities of the Palestine Government might be summarised as 
follows :— 
i) Budgetary expenditure until termination of the Mandate. 


(ii) Public Debt. 
(iii) Specific obligations in respect of the right of public servants, including 
ensions, compensations or gratuities. 
(iv) Specific obligations under Palestine Ordinances. 
(v) Contingent liabilities. 


24. These assets and liabilities are individually dealt with in Appendix B, 


the 


except for the special problems arising on the Public Debt of Palestine and on 
Pension obligations, which are explained in the following paragraphs. 

25. The Public Debt of Palestine consists of :— 

(i) €£P.3,600,000—3 per cent. Guaranteed Loan, 1962-67. 

(ii) War Loan (Bearer Bonds), Ist, 2nd. 3rd and 4th issues, totalling 

£5,791,960. 

The 3 per cent. Guaranteed Loan, less stock redemptions, at 31st March, 1947, 
stood at £P.3,150,000. This stock is guaranteed as to principal and interest by 
the Treasury under an Act of Parliament of the United Kingdom of Great 
Britain and Northern Ireland entitled ‘(The Finance Act, 1939°’ (24 and 25 

eorge V, cap. 32). 

26. The operation of the Joint Economic Board to be set up under the Par- 

tition Plan makes provision for the service of the outstanding public debt of the 
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Palestine Government. An agreement with the United Nations Commission 


afeguarding the servicing of the 3 per cent. Guaranteed Stock and War Loans 
(Bearer Bonds) should be a major objective of our financial negotiations. 


Pension Obligations 


27. Palestine Government have pension obligations under Palestine 
Ordinances as well as obligations in connection with the Palestine Provident Fund, 
Widows’ and Orphans’ Pensions Fund. In addition, the Palestine Government 
have not yet finalised their views as to the payment of compensation and gratuities 
to public servants and to the police on termination of the Mandate. Preliminary 
views of the Government of Palestine have indicated that their proposals may 
involve a sum of £P.18 million on the basis of “ funding ’’ pensions. However, it 
may be possible to arrive at some more economical method of meeting the charge. 
The position of expatriate officers of the Palestine Civil Service will need careful 
consideration. In the main it is hoped that the majority will be found other 
employment in the Colonial Service but there may be a small residue who cannot 
be so placed for some while after the termination of the Mandate. 


Qualifications on Acceptance of Financial Obligation 


28. 3 (a) of Ghapter 3 of the Report of the United Nations Ad Hoc 
Committee on the Palestinian Question imposes a qualification as to the financial 
obligations which the State shall respect and fulfil. While saying that all finan- 
cial obligations of whatever nature assumed on behalf of Palestine by the 
Mandatory Power during the exercise of the Mandate shall be respected and ful- 
filled, there is the important overriding condition that such obligations would be 
those recognised by the State. The United Kingdom delegation has reserved His 
Majesty’s Government’s position regarding any clauses in the Plan. and we must 
resist this qualifying condition to the extent of making the unqualified acceptance 


ea a. 
of the obligations of the Palestine Government a condition for the surrender of its 


assets. 


Means of Meeting Obligation 


29. Then there is the question of the means which the Commission will 
employ to meet certain charges arising out of the obligations taken over. As 
to the servicing of the public debt and the cost of superannuation benefits now 
being paid or falling due in future, the Partition Plan envisages these charges 
as being met from the common revenue of the Joint Economic Board. This pre- 
supposes that this Board will be set up and function satisfactorily ; but this would 
appear to be a doubtful proposition in present circumstances. Should there be 
difficulties in setting up (a) the respective States, which seems probable in the case 
of the Arab State, and (b) the Economic Union, the Commission may not be in 
a position to implement its agreement to discharge the liabilities taken over unless 
there are safeguards against such a contingency. 


Recommendations 


30. It is recommended that in his negotiations with the United Nations 
Commission Sir Alexander Cadogan should ensure— 


(a) that a clear distinction is drawn between Palestine Government assets and 
assets of His Majesty’s Government, 

(6) that the vesting of land directly in the Service Departments is duly 
acknowledged as full and clear title of His Majesty’s Govern- 
ment departments with freedom to dispose of such assets as may 
seem desirable should they not be disposed of before the termination 
of the Mandate. 


It is further recommended that Sir Alexander Cadogan should be asked— 


to discuss with the Commission plans for the safe custody of such stores 
left behind by the military, and for their movement to the Haifa 
enclave for subsequent evacuation, possibly an appreciable time after 
Ist August. 
It is further recommended that Sir Alexander Cadogan should be asked to 
establish the following principles :— 


(dq) That the surrender of Palestine Government assets is conditioned on the 
ungualified acceptance of the liabilities incurred by the Palestine Gov- 


ernment (there is every indication that the liabilities will exceed the 
liquid assets). 
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(e) That notwithstanding clause 2 of Section E of Chapter 4 of the 
U.N.S.C.O.P. Report (see footnote), as long as the mandatory perio 
lasts, Palestine Government must be free to control the finances of 
Palestine as she deems necessary in the interest of Palestine as a whole, 


and es 


) That adequate arrangements are made to indemnify His Majesty's 
Government in respect of their guarantee of Palestine 3 per cent. 
Guaranteed Stock, and for payment of superannuation benefits. 


German External Assets in Palestine 


31. The General Background.—By the decision of the Berlin Conference of 
July-August, 1945, it was decided that, ‘‘ the reparation claims of the United 
States, the United Kingdom and other countries to reparations shall be met... . 
and from appropriate German external assets.’’ By the provisions of Article 6 
of Part I of the Final Act of the Paris Conference on Reparation, ‘‘ each signatory 
Government shall, under such procedures as it may choose, hold or dispose of 
German assets within its jurisdiction in manners designed to preclude their 
return to German ownership or control and shall charge against tts German 
reparation share such assets.’ Article 2 of Part IV of the Final Act states 
that ‘‘ the signature of each contracting Government shall be deemed to mean 
that the effect of the present Agreement extends ... . to territories under its 
protection or suzerainty or over which it at present exercises a mandate.”’ 
Under Article IF of the Final Act of the Paris Conference on Reparation, the 
Inter-Allied Reparation Agency must charge the reparation account of each 
Signatory Government for the German assets within that Government’s Juris- 
diction, and each Signatory Government is required to render a return of the 
value of such assets as defined under Article 6 of Part I of the Agreement. His 
Majesty’s Government signed the Paris Agreement on the 21st December, 1945. 
when it exercised a mandate over Palestine. Under the Final Act of Paris the 
share to be allocated to the United Kingdom (including all areas under its 
jurisdiction) of the total of German external assets, known as Category A, which 
are found to be available, is 28 per cent. This means in effect that the United 
Kingdom is entitled to 28 per cent. of the total of all German assets in all the 
eighteen countries signatory to the Final Act of Paris, which includes the United 
Kingdom, plus any other external assets, ¢e.g., those made available in Neutral 
Countries. 
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32. The position of German assets in Palestine under the international 
arrangements described above, and His Majesty’s Government's responsibility in 
regard thereto, is thus :— 

(1) While these assets are within His Majesty's jurisdiction— 

(1) His Majesty's Government is required to see that German enemy 
assets in Palestine are so dealt with as to preclude their return 
to German ownership or control; 

(11) His Majesty’s Government must ensure that, while these assets 
remain under her jurisdiction, as at present, the value of them 
is included in the United Kingdom returns to the Inter-Allied 
Reparation Agency; 

111) the Inter-Alhed Reparation Agency is required to charge 
His Majesty's Government’s share with the value of these 
German assets in Palestine; 

(iv) it is possible that His Majesty's Government may escape 
responsibility for accounting for such German assets in 
Palestine as remain wxliguidated when Palestine ceases to be 
within His Majesty’s jurisdiction. if it can be shown that 
circumstances have rendered His Majestv’s Government 
impotent in respect. of these assets ; 2 

(v) all assets in quid form at the time when Palestine ceased to come 
within United Kingdom jurisdiction would be accountable to 
Y.A.R.A. by United Kingdom whether transferred or pot. 
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(2) All accountable German assets in Palestine are included by the Inter- 
Allied Reparation Agency in determining the total of Category A 
assets for reparation purposes, and all German assets in Palestine as 
defined for I.A.R.A. purposes are reparations. 


German External Assets under the Control of the Custodian of Enemy Property 
for Palestine 


33. The total estimated value of these assets is £8-8 million, and there are 
additional assets of perhaps twice this value belonging to Germans interned in 
Palestine and in Australia, and other Germans resident in Germany. These 
latter assets, or the proceeds of their sale, may be released to such of the owners 
who may not be within the legal (Custodian) definition of ‘‘enemy.’’ Such 
released assets would not be accountable to the Inter-Allied Reparation Agency. 
After adjustments made under I.A.R.A. accounting rules for external assets the 
final sum hitherto considered as likely to be included ultimately in Category A 
in respect of German enemy assets in Palestine is £4 million. The amount of 
this at present in liquid form is probably less than £1 million. 
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Steps taken by His Majesty's Government to secure control and transfer of 
German enemy assets in Palestine 


34. The High Commissioner for Palestine has been asked to instruct the 
Custodian of Enemy Property for Palestine not to vest further any German 
property which may have to be released (¢.9., internees’ property). He has also 
been asked to consider measures whereby as much of the immovable property as 
possible can be liquidated. The High Commissioner has also been asked to advise 
on the possibility of transfer to the United Kingdom of all liquid assets now 
available and which become available as the proceeds of sale of assets. Arrange- 
ments have been made for an immediate visit to Palestine by a Treasury 
representative to investigate the position on the spot and see what steps it would 
be practicable and wise to take in the direction of liquidation of assets and 
transfer of the proceeds. 
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Possible Financial Effects 


30. In the first estimate of German assets within the United Kingdom 
jurisdiction which has been made to the Inter-Allied Reparation Agency, the 
sum of approximately £2 million has been included on account of these assets. 
The provisions of the Paris Act enable us to adjust this estimate later according 
to the facts. The fact that we are obliged to account for assets, the value of 
which we know for certain, e.¢., because they have been liquidated, but are unable 
in fact to secure the transfer to the United Kingdom Exchequer, would mean 
that our participation in other assets under Category A of Part I of the Final 
Act, would be reduced. One effect of this might be to reduce our share of Swiss 
francs derived from the disposal of German assets in Switzerland. This 
reduction would not be the equivalent of the value of German assets in Palestine 
which we had included in the I.A.R.A. return, but would definitely reduce our 
share to an extent which at the moment cannot be forecast. 
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Jewish Claims for reparation puyments 


36. The Jewish Agency have hitherto claimed that, as compensation for the 
sufferings of Jewry under the Nazis, Palestinian Jews should receive compensation 
out of reparation payments over and above that already provided for in the 
Final Act. This provision (Article 8, Part I) allocates $25 million from German 
assets in neutral countries, and non-monetary gold in Germany and other assets 
in Germany, making an overall total of approximately $30 million. Jewish 
propaganda will no doubt claim that morally the whole of German assets in 
Palestine should be earmarked for this purpose. The Jewish A gency has already 
been informed that contributions from reparations for the rehabilitation of non- 
repatriable victims of German action are governed by the Final Act of Paris. 
Any contribution to Palestine over and above the agreed Palestine share of 
reparation can only be made at the expense of His Majesty's Goverment. whose 
responsibility 1t is to account for all these assets. the n 1-receipt of which would 
adversely affect the reparations receipts of the United Kingdom Exchequer. As 
these assets are reparations the Inter-Allied Reparation Agency has a responsi- 
bility to see that they are included in the total pool of Category A assets. 
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Conclusions 


37. His Majesty’s Government's interests would best be served financially™ 


if :-— 

(a) All liquid assets were transferred out of Palestine and within the juris- 
diction of the United Kingdom, before the mandate was relinquished. 

(6) As much property as possible was henceforth liquidated before the 
mandate ended (provided that it is transferred as in (a) above). 

(c) In the arrangements to be made with the United Nations Commission, 
we secured the inclusion of a statement describing the international 
responsibilities as regards German assets in Palestine which remain 
unliquidated, and therefore not transferred as in (a) and (b) above, 
and also secured from the United Nations Commission a recognition 
of these responsibilities which, so far as it was able, the Commission 
would accept as dischargeable to the Inter-Allied Reparation Agency 
through His Majesty’s Government. (A primary responsibility is 
that these assets are so held or disposed of as “ to preclude their 


return to German ownership or control ’’—Article 6a, Part I of the 
Final Act of Paris.) 


It is clearly recognised that to take the lines described in (a) and (b) may, 
even with the most skilful presentation of the facts as to the position of these 
assets, and their setting within the field of international reparations relations, 
be the occasion for bitter accusations that we are robbing the Palestinians of 
German assets which belong to them. This is a matter which lies very close to 
the hearts of Jewish refugees from Germany in Palestine. There are several 
good answers which, in a reasonable atmosphere, should completely rebut such 
accusations, viz. :— 

(1) Provision has already been made out of reparation assets for sufiering 
Jewry. The provision in the Final Act (Article 8) is relatively 
generous. It amounts to about $30 million which is equal to above 
5 per cent. of all Category A assets or to the combined shares of 
Norway and the Netherlands. 

(2) These assets should form part of the whole pool of German external 
assets and would be applied by the United Kingdom to meet the claims 
of all the colonies, some of whom were more hardly hit than Palestine, 
e.g., Malta. 

(3) Palestine, under the arrangements contemplated for dealing with the 
German assets under United Kingdom jurisdiction, will receive her 
just proportion of the United Kingdom's share of 28 per cent. 


38. <A decision upon action designed to accomplish (a) and (bd), and as to (ce), 
turns very largely on what is found, particularly as regards (a), in Palestine 
by the Treasury representative to be practicable, and, so far as can be judged 
from the Palestine end, least likely to plunge the whole question into a hopeless 
atmosphere of unreason and prejudice. 

It is recommended that a final decision on implementing the policy which 
would best serve His Majesty's Government’s interests financially, described in (a), 
(b) and (c) of paragraph 37, should await the report of the Treasury representative 
now in Palestine, it being understood that so far as can be determined at present 
any alternative to the policies advocated in (a) and (6) must definitely result 
in serious loss to the Exchequer some of which will be in terms of lower receipts 
of hard currency (Swiss francs from German assets in Switzerland). 


Palestine’s Membership of International Economic and Financial Bodies 


39. The Official Committee on Palestine are reviewing and making recom- 
mendations on all international obligations (including, e.g., membership of inter- 
national, economic and financial bodies) assumed by the United Kingdom on 
Palestine’s behalf. 


Safeguards for Commercial Interests 


40. We need to safeguard our commercial position in Palestine in the 
interim period between the laying down of the Mandate and the negotiation of 
long-term agreements with the successor States. Our object should be to negotiate 
an arrangement with the Commission which will safeguard our position, not 
only while the Commission is actually administering the territory, but for an 
interval thereafter sufficient to give us time to negotiate commercial treaties with 
the successor States. It follows that we shall have to try to persuade the 
Commission to place some restraints on the economic freedom of the new States 
for the first year or two of their existence. 
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Treatment of Goods 


f, _41.. The protocol of provisional application ot the General Agreement on 
tariffs and trade does not extend to Palestine until notice has been given in 
accordance with paragraph 2 of that protocol. It is undoubtedly in our interests 
that Palestine should apply the rules of the agreement on tarifis and trade. 
It is for consideration whether His Majesty’s Government should, while they 
are still responsible for the administration of Palestine, give notice in accordance 
with paragraph 2 of the protocol to extend the application of the General Agree- 
ment on tariffs and trade to Palestine. The Palestine Government are being 
consulted on this point, but, subject to their views, it is proposed that we should 
give: notice. of the provisional application. If this proposal is approved, 
Sir Alexander Cadogan should presumably first inform the Commission that this 
is what His Majesty’s Government propose to do, since Palestine will obtain 
the tariff concessions negotiated at Geneva only if she in her turn makes her 
concessions effective, and seeks the agreement of the Commission to the adoption 
of this course, and to their carrying forward the application when they take 
over. The Commission should also be asked to ensure that in handing over to 
the successor States, if and when established, a similar undertaking valid for 
a period of at least two years should be obtained from them. 


. °42. We can support our request by reference to the fact that, under the 
terms of the Mandate, Palestine was bound to grant equality of treatment to the 
goods, nationals, &c., of all members of the League of Nations (and by a separate 
agreement, to the United States) and that this had to be given even if one of the 
countries concerned discriminated against Palestine. The line our representative 
should therefore take with the Commission is that Palestine has always followed 
a policy of non-discrimination in commercial matters and it is hoped that the 
policy will be continued under the Commission’s régime, and further, that.for the 
first two years of their existence the successor States shall be under an obligation 
to grant most-favoured-nation treatment to all members of the United Nations 
that accord the same to them. 

| The above general rule of non-discrimination would not be applied in such a 
way as to prevent Palestine making special customs agreements with neighbouring 
territories, cf. the existing preferential tariff arrangements with Syria and 
Lebanon. 


Treatment of Nationals, Companies, Shipping and Civil A viation 


43. When the Mandate is terminated we shall have no treaty rights in 
Palestine for our nationals, their businesses or our shipping and civil aviation. 
In the long term these can only satisfactorily be safeguarded by the negotiation 
of a treaty of establishment and navigation with the successor States. It will not 
be practicable to negotiate detailed provisions with the U.N.O. Commission, and 
to cover the position in the interim period we shall have to rely on a modus vivendi 
expressed in fairly general terms. = 


Recommendations 
44. It is recommended that Sir A. Cadogan should be asked— 


(a) on the treatment of goods, to discuss the question with the Commission 
on the lines proposed in paragraph 41; 

(5) on the treatment of nationals, companies and shipping, to secure an 
undertaking from the Commission that, while they are responsible for 
administering the territory, they will grant to United Nations 
nationals, including juridical persons, national and most-favoured- 
nation treatment in all matters pertaining to commerce, industry, 
shipping, civil aviation and other forms of business activity within 
Palestine, subject to the reciprocal grant of similar treatment in like 
matters by the United Nation concerned to Palestinian nationals. 
This undertaking would be understood to be subject to any exceptions 
customarily included in commercial treaties. Similarly the provisions 
with respect to reciprocitv granted by each of the United Nations 
would be understood to be subject to the exceptions customarily 
included in the commercia! treaties concluded by that State. The 
Commission should also be asked to ensure that, in handing over 
to the successor States, if and when established, a similar undertaking 
valid for a period of at least two years is obtained from them.. 
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Exports from Palestine which are Essential to the United Kingdom 


45. The main exports from Palestine of interest to the United 
(other than petroleum products covered in paragraphs 5-14) are :— 


a) Potash; 
6) Food-stuffs, mainly citrus fruit and fruit products. 


Separate notes on these are in Appendix C. 


Recommendations 


46. It is recommended that Sir A. Cadogan be asked to request the United 
Nations Commission to facilitate the exports of citrus and potash to the United 
Kingdom. 


Procurement of Food-stuffs and Fertilisers 
Food-stuffs 


47. The Ministry of Food has hitherto dealt with the programming, spon- 
soring and procurement of food supplies for Palestine. 


48. Requirements of bread grains and rice for part of 1948 have already 
been considered by the I.E.F.C. The Food Mission in Washington have been 
asked within the last week to submit to the I.E.F.C. requirements of oils and fats 
for Palestine, as part of general Middle East requirements. | 


49. Certain quantities of the allocated foods for 1948 have been or are in 
course of being procured. Some small balances of Palestinian 1947 requirements 
yet remain to be shipped. 


Fertilisers 


50. The United Kingdom sponsors the requirements of the Colonies and 
Mandated Territories with the International Emergency Food Council in Wash- 
ington. The only fertiliser now under international allocation by that body is 
nitrogen and the allocation of this fertiliser to Palestine for the fertiliser season 
ending 30th June, 1948, is 2,667 metric tons of N. Of this total, the United 
Kingdom is to supply 1,267 tons, Belgium 1,100 tons and Norway 300 tons. 
United Kingdom deliveries are made through I.C.I. (Levant), but procurement of 
supplies within the Belgian and Norwegian allocations is made by the Palestine 
Government, with such guidance as may be required from His Majesty’s Govern- 
ment. It has been the practice in the past for the Palestine Government to use the 
I.C.I. (Levant) for procuring all supplies of nitrogen, but recently Norway has 
appeared to be unwilling to continue this arrangement. 


Recommendations 
51. It is recommended that Sir A. Cadogan be asked— 


(a) to inform the United Nations Commission that we will maintain existing 
sponsorship, procurement and shipping of food and fertiliser supplies 
for Palestine which will be required up to 15th May, the latest date 
for the termination of the Mandate; 

(6) to inform the United Nations Commission that we will accept no direct 
responsibility for sponsorship, procurement and shipment of supplies 
required subsequently ; 

(c) if the United Nations Commission request us to continue as agents pro- 
curement and shipment of food supplies, to refer to the Foreign 
Secretary's undertaking in the House of Commons on 12th December 
to render assistance to smooth out the transition, and to state that he 
must seek instructions, but to give no indication that we should be 
prepared to act as agents in this matter for any considerable period. 


52. Approval is sought for the following recommendations :— 


(a) Oil interests (paragraph 14). 

(b) Assets and liabilities (paragraph 30). 

(c) German assets (paragraph 38). 

(2) Safeguards for commercial interests (paragraph 44). 

(e) Exports from Palestine (paragraph 46). 

(f) Procurement of food-stufis and fertilisers (paragraph 51). 


22nd January, 1948. 
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APPENDIX A 


STORES IN PALESTINE 


There are large quantities of military stores (Naval, Army and Air Force) 
in Palestine. A considerable proportion of these stores constitutes part of the 
approved maintenance and reserve stores for the Middle East garrisons and the 
Army generally, and with the existing and prospective stringency of financial 
provision for the Services the necessary replacement of such stores, 1f they had to 
be abandoned in Palestine, would be extremely difficult. It is essential that 
every effort should be made to withdraw all military stores, which we desire to 
retain, from Palestine as part of the general evacuation of that country by the 
Forces. 

The evacuation of military stores from Palestine has already begun and 
is to proceed pari passu with the general evacuation of the Forces through the 
four stages of Plan A, as recently approved by the Defence Committee and 
endorsed by the Cabinet. The latest review of the situation suggests that, provided 
conditions permit the planned orderly evacuation, it should be possible to withdraw 
the bulk of the stores required elsewhere. There will, however, be an additional 
quantity of some 150,000 tons of useful stores which would have been required 
had the Forces remained in Palestine. Immediate replacements will not be 
required elsewhere, and, since it is not possible to evacuate them, these stores will 
remain for local disposal by the Ministry of Supply. There is a considerable 
risk that we may lose even their disposal value. This is not a contingency 
which can be lightly accepted, and the Cabinet have agreed that special measures, 
including the appointment of an officer charged with this particular task, should 
be taken to facilitate first— 


(a) the collection and evacuation of military stores from Palestine; 
(b) the disposal of surplus stores in Palestine. 


There are two developments in the Palestine evacuation, the possible effects 
of which upon the stores question Sir Alexander Cadogan should be asked to bear 
in mind in negotiation with the United Nations authorities. First, it seems 
possible—and the Commanders-in-Chief, Middle East. think it is probable—that’ 


a considerable quantity of stores will in any case have to be left behind at various 
stages of the planned evacuation of troops. It is proposed that plans should 
be discussed by Sir Alexander Cadogan with a view to the safe custody of such 
stores left behind by the military, and (a) to their movement to the Haifa enclave 
for subsequent evacuation, or (b) to their disposal, possibly an appreciable time 
after Ist August. Secondly, deterioration of conditions in Palestine as between 
the Jewish and Arab communities, the premature arrival of the United Nations 
Commission, or other factors, may enforce some telescoping of the military 
evacuation plan now approved in favour of a more rapid withdrawal upon the 
Haifa enclave. The Commanders-in-Chief, Middle Fast, foresee that any such 
contingency would probably mean a heavy additional abandonment of stores along 
the line of evacuation. In this event, too, 1t would be important that such 
provision as may be possible in the circumstances then existing should be made for 
(a) subsequent concentration and movement of the stores to be evacuated into the 
Haifa enclave, and their safe custody there pending shipment overseas; and (b) the 
subsequent disposal of the stores declared for disposal. If a hurried evacuation: 
were forced upon us through the United Nations Cominission insisting upon what 
we regard as a premature arrival in Palestine, then there would be a powerful 
argument for insistence upon all possible facilities being provided for the 
evacuation of military stores which thus had to be temporarily abandoned. 

It is relevant also that the evacuation of military stores, on present plans, 
will be slowed down by the policy of His Majesty’s Government and the Palestine 
Administration not to interfere with the citrus trade, which is so important to 
Palestine’s economy; this consideration likewise affords ground for seeking some 
quid pro quo as regards facilities for subsequent evacuation of stores. 
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APPENDIX B 
NOTES ON ASSETS AND LIABILITIES 


1. General Revenue Balances.—These are estimated as likely to be of the 
order of £2 million at 31st March, 1948. This allows for some slight recession 
in revenue returns offset by savings in expenditure through inability to carry out 
the budgetary programme. This figure might well turn into a deficit if revenues 
slumped to an extreme degree. No forecast is possible as to the likely position 
of revenue balances at 15th May; given favourable conditions it may be possible 
to hold the position as at 31st March. 


2. The funds for specific purposes include the following :— 


(i) Palestine Provident Fund. 
(11) Palestine Widows’ and Orphans’ Pensions Fund. 
(111) Palestine Post Office Savings Bank. 
(iv) Public Service (Supplementary Grants Board). 
(v). Renewals Funds—Ports, Posts and Telegraphs, Water Supply, &c. 


The foregoing, with the exception of (v), must be utilised to meet the 
obligations of the funds they relate to. In the case of (v) these funds (which 
amount to approximately £734,000) could be treated either as an asset of Govern- 
ment to be handed over or utilised for appropriate expenditure on the services 
for which they were created. 


. 8. In addition to the sinking fund arrangements for the servicing of the 
3 per cent. Guaranteed Stock (dealt with in paragraph 12, the sum of £3,048,707, 
being the unspent balance of the various issues of War Loans (Bearer Bonds) 
has been invested by the Crown Agents in the interests of the bondholders. A 
further £500,000, which had been earmarked for a specific purpose, is also 
being invested. ; 


4. Government land and buildings are proposed to be dealt with unde 
the Partition Plan by allocating immovable assets to the Government of the 


_territory in which they are situated. This may well present difficulties in the 
case of the proposed Arab State; but in our financial negotiations we should 
hand them over to the United Nations Commission as a Palestine Government 
asset and the Commission would be responsible for their subsequent disposal. 


5. Internal Loans, these consist in the main of loans to various municipali- 
ties, to Citrus growers, local councils, village communities and agricultural loans. 
The foregoing have been made from Palestine general revenues at interest on 
varying terms of repayment. In addition, loans have been made to Municipalities, 
Railways and Ports from the proceeds of the War Loans (Bearer Bonds). These 
loans are assets of the Palestine Government for disposal as may be agreed. 
At 31st March, 1946, the loans from revenue totalled £P.5,245,206 while from 
War Loans (Bearer Bonds) loans of £P.1,282,000 had been made. 


6. Trust funds consist of Museum of Archeology [:ndowment Fund, 
Russian State Fund and Smith (B. C.) Trust Fund, which must be negotiated 
with the Commission in the light of the respective Trust deeds. 


7. Palestine 3 per cent. Defence Bonds and Palestine Savings Certificates 
were inaugurated under a Palestine War Loan Ordinance of 1941 for the purpose 
of lending the proceeds to His Majesty’s Government to meet war expenditure. 
These bonds and certificates were issued on prescribed terms of redemption; in 
the case of the 3 per cent. Defence Bonds, seven years from the date of purchase, 
and in the case of saving certificates the normal ten-year period. [Earlier repay- 
ment may be possible if this concession would secure satisfactory arrangements as 
to the servicing of the 3 per cent. Guaranteed stock, relieving His Majesty’s 
Government of her guarantee on being given satisfactory indemnification as dealt 
with in paragraph 40. 


8. Budgetary expenditure may well not be possible on many projects owing 
to labour and material difficulties; but the result is reflected in the estimated 
General Revenue balance given. 


9. Obligations under Palestine Ordinances.—There may well be a number 
of obligations under Palestine ordinances which may need to be given adequate 
cover. These, in the main, deal with requisitioned lands and compensation pay- 
ments and will require to be negotiated. The legal aspect generally in connection 
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ith Palestine Ordinances is being dealt with by the Colonial Office and it is 


entioned here because certain financial obligations may arise for negotiation. 


10. Contingent liabilities—It is difficult at this stage to envisage what may 
be contingent liabilities; but there may well be items of stores and supplies which 


may not be brought to account on the termination of the Mandate. Such claims 
must obviously fall to be met from Palestine assets. . 


APPENDIX C 
A.—PALESTINE POTASH 


By a long-standing agreement with the Palestine Potash Company the whole 
output of potash is taken by His Majesty’s Government on a cost-plus 124 per cent. 
profit basis. This potash is used to meet in part the requirements of the United 
Kingdom, Dominions and Colonies, and the present arrangement continues the 
procedure approved by the International Emergency Food Council during the 
period when potash was subject to international allocation. Allocations of potash 
ceased on 30th June, 1947. The company, under a British and Palestinian 
Directorate, hold a concession for 75 years from 1934, granted by the High 
Commissioner on behalf of Palestine, and also by agreement with the King of 
Transjordan on behalf of that territory in which a part of the concession lies. 
Royalties are paid to Palestine and to Transjordan. 


391340 G4Y0934 3178Nd 


2. The potash from the concession area contains a high percentage of K:O 
and this high-quality fertiliser is indispensable to the food production of the 
United Kingdom and the Empire. Potash of this quality to replace any short- 
fall on Palestine supplies cannot be obtained from other sources and it is essential 
to ensure that the existing supply arrangements, which are favourable to the 
company and to His Majesty’s Government, should be continued after the sur- 
render of the Mandate. His Majesty’s Government have supplied capital equip- 
ment and granted a loan to the company and it is largely due to the support given, 
and the assured market provided by His Majesty’s Government. that the company 
have been able to continue in operation and build up a sound position. 
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3. Royalties under the terms of the concessions are paid to the Palestine 
Government and to the Transjordan Government. It 1s assumed that the 
Palestine Government’s share of the royalties will be paid to the Commission on 
the termination of the Mandate. 


4. There is, in fact, likely to be interference with potash production, since, 
it is understood, that the works of the company are located partly in the Arab and 
partly in the Jewish proposed States. 


B.— UNITED Kincpom IMPORTS OF FOUD-STUFFS FROM PALESTINE 


hese comprise the following estimated quantities for 1948 :— 


Tons ’000 £7000 


a) Citrus fruit 1947-48 crop ihe 387 8,453 
b) Citrus fruit juices for soft drinks 21 376 
c) Concentrated orange juice (for 

Welfare Foods Scheme 3:5 733 
d) Essential oils... 165,000 (Ib.) 100 
) Wines (including sacramental 

wines) ... 207-5 
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105,000 tons of the 1947-48 citrus fruit crop have been shipped, th 
remaining to be shipped up to April 1948. 
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2. Imported citrus fruits and products from Palestine are a large sour 
of United Kingdom supplies, amounting to not less than 75 per cent. of Unite 


Kingdom citrus fruit imports and to 50 per cent. of requirements for soft drinks 
and the welfare service 


3. Our citrus fruits are bought from individual shippers within the frame- 
work of an overall agreement with the Citrus Marketing Board. We should hope 
the Board would continue to function. If it did not, we should have to buy direct 


from the shippers. The season ends in April and begins again in the late autumn. 
The fruit juices are bought through London agents. 
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PALESTINE AND STERLING 


Memorandum by the Chancellor of the Exchequer 
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In this Memorandum I deal with the question whether 
Palestine (and Trans-Jordan) should remain a member of the 
Sterling Area and whether her balances should be blocked. 
A number of other financial and Economic questions arising 
out of our withdrawal from Palestine are dealt with in a 


second memorandum which is being circulated separately 
(Eo PsCs C8): 7). 
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Zs I have come to the conclusion that it is necessary 

to remove ing a ‘ the Sterling Area. 
6 High Commissioner agrees, and urges 

the 1st, 8th or 15th February. 


We should choose the éarliest of these three dates 
which is administratively practicable - probably 8th February. 


I attach (Annex I) the draft of a public statement 
about Palestine's withdrawal from the Sterling Area, the 
blocking of her balances ond the future of the Currency Board. 


on Palestine's normal trade position shows a heavy 
deficit, partially off'set hitherto by heavy British militery 
expenditure and by the Jewish Agency gift - dollar scheme. 
Even with these, and in spite of movements of capital into 
Palestine on private Jewish eccount, her sterling balances 
will heve been reduced in 1947 by some £20 millions. On 
50th November, 1947, they stood at £98-e2 millions, and on 
present guesses, they might be reduced by some £33 millions 
in 198. This figure projects past experience and does not 
allow for possible future capital movements arising out of 
distrust. 
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Such a rate of withdrawal is altogether beyond 
whst we can afford. It would be quite out of line with other 
settlements we have made and provoke demands from Indj 

gypt next time, and many Cree 

— 
lie The belances are not concentrated in the hands of a 
Contral Bank, so thet (cven if there were an "Opposite number" 
with which to make an agreement) we should still have to take 
positive action in the United Kingdom. This action should be 
by @ Payments ‘rder which, coupled with the exclusion of 
Palestine snd Trens-Jordsan from the Scheduled Territories, can 
make ony movement into or out of a Palestine account (or any 


Nas 


smaller grouping of such accounts) subject to specific 
Treasury permission. That permission can take the form of 
circular instructions to bankers stating what transactions 
they may pass (€.g. personal transactions on private accounts), 
and what must be referred to the Bank of England. Accounts 
or transactions which are not sanctioned, either generally 

or specifically, are described in this note as "blocked". 


5. The problem is to determine what amounts, ond what 
classes of accounts, should be liberated. The following 
proposals are put forward to deal with balances at 
30th November, 197, viz:- 
& million 
(i) Government 10.1 


(ii) Commerciel dedi: 


Gel Currency Board 43.2 


(iv) Loan to His Mojesty's 
Government 


The Overseas Negotiations Committee recommend 
(paragraph 30(d) of the Annex to E.P.C.(48) 7), that the 
Surrender of Pulestine Government assets is conditional 
on the ecceptance of the liabilitics incurred by the 
Palestine Government. It would be rcasonable to make any 
reléases subject to Treasury purmission until satisfactory 
orrangemcents have been made to this end. But immediate 
permission might be made for the releese of say £1 
million as a working balance. 


(ii) Commercial balences £4.1 million 


Balances of privote individuals (not included in this 
figure) need not be blocked et all. This will obviate 
amass of déteiled administretive work, including any 
questions cbout returning British subjects, ete. THe 


qu us confined tv the restriction of the use 

be concentrated on these. Under “tae 
novmmal “droll. iny new cecrua Of Sterling will be cred. ced 
TO .T ree. cecountse. Since this is the season when sterling 
flows in from Ministry of Food fruit purchases, we need 
not worry unduly ecbout working balnnces. It is suggested 
that the position up to the end of 1948 would be amply 
covered by releases tutalling £12 millions, of which £4 
millions would be celled working belonces, and the remainder 
would be a release "in respect of 1948". The Forcign 
Office point cut, however, that it may be undesireble 


and ask thet the relesse should be specifically related 
tO The beriod up to the 15th May, 1946, the Lotest date 
for relinquishing the Mondate, léeving releases in respect 
Of Che Pest Ol bound: "or mereti ction: With tae United 
Nations Commissison". POG: POLNG 2S o-- 2000 One, but. tae 

SP POprLOte Chere ols Soy, Bo millions ie to Toth Mey, 
1948, leaving £5 millions for the rest sf 1948, may anpeer 
On. the Low Slut. It is nevertheless on a generous scale, 
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but political considerations no doubt make it essential 
to avoid any appearance of non-cooperation. Consultation 
i e€ Hi ommissioner as to ti 


releases hetween put in hand. 


(iii) Currency Board £43.62 million 


No blocking action Should be taken. The Board 
Should continue ts function for the present, subject to 
any necessary changes in procedure. It should be 
treated as a resident in the United Kingdom (which it is) 
So that it requires permission to pay sterling to any 
resident outside the sterling area. Blanket permission 
Should be given for payments in respect of Palestine 
Currency notes, to be made to the blocked account of any 
of the Palestine banks for account of the person presenting 
the notes. (The Banks wsuld also have permission to pay 
Sterling to the Currency Boserd from blocked accounts in 
exchange for Palestine notes). Other payments of sterling 
by the Board would be subject to bermission, which would 


be given freely in the case of returning British nationals, 
but rarely otherwise. 
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This means that, as in the case uf India, the 
Circulation cannot be contracted to pay for imports in 
Excess of the total annual sterling releases permitted. 
Palestine pounds cén be held either as a eu 


rrency or as 
8 bank belence in Palestine, and can be turned into imports 
Only to the extent tS which the import licensing 
regulations of Government permit it. The import licensing 
policy itself must be Conditioned by the total annual 
Sterling releases permitted. Balonces could not be 
transferred to other parts of the Sterling Area (e.g, 
South Africa) in order to Evade our control. 
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(iv): Loan to His Mejesty's Government £0. 8 million 


No action seems called for. 


6. The result of this action Will almost certainly be to 
leeve Palestine in SCrivus trouble over the 1948 Balance of 
Payments with the rest of the world. But Palestine must face 
realities, and if she is ever to be viable, it must be by 
achieving a balance on current account. Meanwhile, we cannot 
bear the burden alone, and it is for AMNErican-Jewish money to 
Pill every gap caused by our restriction on the use of Sterling 
balances. If some of these dollers have to be turned into 
Sterling to mect a deficit with the Stcrling area, so much the 
better. On the other hend, Arab importers have no such 
resources, and it would be peasonable to set aside about 

1 million to be at the disposal of the Palestine contrvul to 
meet demands which they are satisfied would not otherwise 

be met. This £1 million would have to cover all such 
Gxpenditure sutside the Sterling crea. 
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iZ American reections 


NO doubt attempts will be meds to misrcpresent 
whetever action we may tuke. But heving regard tc the explicit 
Provisions or the Anglo-Americen Financiel Agreement, exception 
cannot be taken to a pessonoJle Llimitetion on the drawing down 
Of Pelestine's Sterling belences. although we have not 
blocked sny Colonial Sterling, we heave taken very vigorous steps 
to see that it is not substentinlly reduced, and if we achieve 
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our objectives, we shell treat Palestine much more favourably 
than any Colony. The proposals above ore already more 
favoureble than the treatment given to India, Egypt, Brazil, 
Uruguay, etce 


ors Trans-Jordan 


The High Commissioner recommends that Trans-—Jordan 
must go out of the Sterling Arwa at the some time as Palestine. 
It is very difficult to achieve a complete separation of 
Trans-Jordan funds from those of Pelestineg. But there need 
be no objection to making a complete relcasc, for use by 
Trans-Jordan only, of any belences which the banks concerned 
can segregate as being assets of their Trans-Jorden branches. 
Notes hed better follow the Palestine drill, at least until 
Trans-Jordan can arrenge to use a separate currency. 
Thereafter, any Peltstine notes circulating in Trans-Jordan 
could be redeemed against payment of sterling by the Palestine 
Currency Board to the new Trans-Jordan Currency authority, 
whatever it is. Such sterling would be free of restrictions, 
being in the hends of a resident in the sterling areca. Tt 
is probable that Trans-Jordan will srrenge to separate her 
currency from that of Palestine in future, cither issuing 
her own, run by 4 Currency Board, or by using Iraq currencye 
Once that is accomplished, we can consider her re-admission 
to the sterling corea. 
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(i) Government bal: would be released for payment 
of the liabilities vf the Government of Palestine. 


(ii) clances could be gradually released in 


circumstances it is not yet possible 


(iii) The assets of the Palestine 


becomes responsible fur the Currency, cgeainst 
surrendcr 2f the existing circulétion as it was 
repleced by &o néw currency. Any bolences would 
have to remain as a reserve of the (old) Currency 
Buvard agsinst notes nut collected by the new 
authsrity, until some satisfactory arrangement 
could be made to provide for the rights of their 
holders. 

When the new Curréney Authority comes into 
existence, an sdjustment will be necessary in the 
release mechenism, ss that the whole vf the 
releases shell be under the control of the new 
Authority, who will be scble tu apportion them at 
ENC1lY’ IVSCreti ons 


391440 040938 


9178Nd BHL 4O NOISSIWY3d LNO 
P-HLIMA ATWOITHdVEDOLOHd 039NG0Y d348 


NOGNOT 


Releases. In view of the Americen links, 
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convertibility ints any currency sther than sterling. 
Pakestine can utilise. tur dollor avyeilabili ties to 
secure cny other currency she moy neca. But we 
Mey Afve Co consider’ sume smell doillor provision 

the s4rabs, and certcinly for Trans-Jordane 


a 3 r 
10. he Statistical Picture 


Figures provided by the Bank of England are given me 
Annex II. 
ReSeCe 
Treesury Chembers, S.iWel- 
21st Janusry, 1943. 


ANNEX I 
DRAFT STATEMENT 


The approeching termination of the Palestine Mandate 
hes made it necesssry for His Majesty's Government to consider 
most ccrefully whet finencicl arrangements should be made in 


a 


the interests of the successur Governments in Palestine and 
of the sterling arca in order to preserve the resources of 
Palestine for the use of the new States and to sefeguard the 
balance of payments position of the United Kingdom. His 
Majesty's Government are resolved ts ds all in their power 
to prevent damage tt. the financial on2 eccsnomic structure 
of Palestine during the period of their withdrawal. 

During the period of the Mandate, Palestine has been 


amember of the sterling area. She is also the holder of 
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sterling balances, the présent total of which is about 
£100,000,000, a large amount in croportion to the size of the 
country. These balances hive been drawn on rapidly in recent 
months. This drain obviously cannot be allowed to go one 

It would meen that the resources of Paléstine which will be 
néeded for the development of the country would be in danger 


of béing unduly depleted. The drawing down of the balances 


in this way would also e@ggrsevate the balance of payments 
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problem of the United Kingdom and the rest of the sterling 


Arca 


NOG NOT 


AS in the e¢use of other countries holding large 


balances - &g. India, Egypt and Iraq -— the only way in which 


L 
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the drain can be stopped is by blocking the greater part of 
the balances. His Mejesty's Government have decided tnerefore, 
POr the Peasons: Siven 2bove, “thet the belences of Palestine 
\ 
must be similerly blocked and hove token s GOS Sccordingly. 


In order immedistely ts provide the ressurc¢es necessery to 


carry on Pélestine's normal internstisnal trode, His Majesty's 


Fe 


(S) 


Government will meke savsilable during the interim period and. 


subsequently, the ressurces which they sre satisfied 


necessarye 


are 


For immediate requirements £x millions ere being 
in order ts provide £y millions os working balances 
or the banks in Pelestine and’ £z millions to be used 


together with current aceruals uf sterling, which will be at 
Palestine's disposel f-r current expenditure until the 


middle of May. 


The amounts of these releases have been arrived at 


after careful considerstion and consultation with the oresent 


administration and His Méejesty's Government ere satisfied that 


they should prove amply sufficient to enoble Palestine to meet 


oll her needs during thet veriod. Futuré policy for release 
rom the sterling balsncés will be the subject of consultation 
between His Majesty's Government's representetive et the United 


Nations, Sir Aléxender Cadorsn, - > Commission for 
Palestine which is now being established by the United Nations, 
and the views of the Commission will be Siven full consideration 


in. the Tormetion of policy in regurd to future relenses 


NSCS. 
on 8s the Juint Eecnomic Bosrd is cstsblishcd, His 
ajesty's Government will clsso initicte discussions with that 
SaQNe€ Purp SGe 
In the speciesl circonstences of Polestine, whcre 
His Mejesty's Government must essune that, for 2 pericd at 
least, s thorough and comorchensive cxchenge control will be 
lacking, the blocking sf the balsences would Pop Men GL oe by. 
sefeguerd the ressurces of Pelesting,. oo June ts: the country 
remcinéd in the sterling orca. If His Msjcaty's Government 


allowea = situetion t. continue in which such léckages could 


occur, they would not be carrying out their responsibilities 
POLGS 


tu the sterling eres or to tint. They thercfore consider 


it desirable in the interests that Palestine should not 
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remain a member of the sterling area and she has ceased to be 
a member therefore From ecceceecseessseeee the date on which 
the balances have been blocked. should the Successor 
Governments desire it, His Mejesty's Government will be ready 
to discuss with them the question of their rcadmission to the 
stenine areae 

4s regards curreney arrangements, the existing 
Currency Board, subject to any necessscry changcs in procédure, 
will continue to function in the intercsts of the holders 
of currency end of Palestine generally pending an orderly 
transition to whatever arrangements may in due course be made 
for the future management of the currency. His Majesty's 
Government hope it will be possible ts arruenge for the United 
Nations Commissicn, if they so desire, te apprint s 
representative to act es an observer st the deliberatisns of 


the Currency Boecrde 
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ANNEX IT 
PALESTINE: BALANCE OF PAYMENTS WITH REST OF WORLD 


nounts in £ millions 
(Amounts 3 i11 ) 


13 Palestine's Balance of Payments is at present dominated by two 


factors, (a) heavy military expenditure by the U.K. and (b) support from 
Jews in America both in cash and kind 


2e The attached statements (which in view of the intended withdrawal 
make a purely arbitrer uess, at «hat military expenditure will be in 
1948) exclude goods imported free under the Jewish Agency Gift-dollar 
Scheme. No figuresfor such 


imports are available in London but by 
assuming them to be roughly equal to the difference between recorded 
imports and recorded payments to U.S.A. and Canadar (not an entirely 
satisfactory method over a short period) the balance of payments on 
current account may be set out more revealingly as follows:- 
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& millions 491.6 


Imports CGsiv ts) 52s 
Exports (f.oeb.) 175 


Deficit on visible trade =~ 35 
Net invisibles (including oil) 
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Deficit on ordinary account 


Jewish Leency Gifts 
(very conjectural) 

> in cash 

>; in kind 


Military oxpenditure 


Cost of camps in Cyprus 


Deficit on current account 


Be So far as the U.K. is concerned the 
mostly based on Departmental estimates; 
South and Central jmerica are based on te 
Palestine, 


forecasts in the tablcs are 
RHOSG LON, Soares Ce nda, 
legrams 1987 and 1988 fron 
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1. The bulk of the ex 
cost of camps in Cyprus 
carly scttlement, 


penditure during the first half of 194.8 on the 
represents monies already owing and is due for 


De as at present forecast Palestine! s sterling balances are tikely to 
be drawn down during 1948 by 335. 
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19th December, 192.7 
Tg en a 


x The difference between imports from 


that Jewish Agency dollars are 
Canada. 


Lie 4 97-18 


er 


end payments to Canada sugcests 
also being used to purchase goods in 
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PALESTINE: BALANCE OF PAYMENTS ITH REST OF ‘/ORLD 


16 CURRENT ACCOUNT 
Ooo ons 


PAYMENTS (a) 
Imports: (éstiefs) 


Refined oi1() 
Cost of camps in Cyprus 
Invisibles: U.K. 


Total identified peyments 


RECEIPTS 

Exports & re-exports (fto.b.) (c) 
United Kingdom 
U.Se4.: Dianonds 


Canada 


S. & C. America 
Other 


Oil companies ie dele 
Military expenditure. (4) 
Invisibles: U,K. 


|Total identified receipts 


(a) 


(b) 
(c) 
(a) 


@ 
(f) 


f  TONB 
Forecast | 
I &€ILiTIl&iv' Year 


United Kingdom 
UeSehe 
Canada 


S. & C, Anerica 
Turkey 
Other 


NO 


~SJ\n 
MN Jum > ~Wwro 


= 


e 
On 


‘ UeSehe 
: Othor 


—_» 


pe 


dy pall 


: Other 


: U.S... 68) 
: Other 
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Excluding crude oil and oil companies equipment and also foods imported free under 
Jewish Agency Giftedollar Scheme, 


NOGNOT 


Payments to U.K. companies. 
Excluding oil and oil products. 


Net of surplus stores disposals, NeAwsA Fel. remittances, etc. but for cost of 
camps in Cyprus settled through the Crown Agents see PAYMENTS, 


Including Zionist Gift-dollars surrendered, 


Goods to the value of a further 5.2 arc cxpected free under the Giftedollar 
scheme. 


December, 1947 
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PALESTINE 


@ millions 


Identified transactions on 
Current Account 

Payments 

Receipts 


Deficit 


Errors and GnrsesGnece) 


Identified investment/ 
disinvestment 


@ niltions 


Net banking assets in U.K, (2) 
increasc/decroase 


: Government 
: Currency Board 
: Commercial 


Recorded imports of gold 


Other capital movementes®) 


BALANCE OF PAYMENTS “ITH REST OF WORLD 


20 SUMMARY 


mice 16.6 1964 20.4 Th.« 6 L055 
42.64 5065 276 


[15.2 TT ete AeA 


é Figures underlined thus are decreases:- 


There is reason to suppose that there have been considerable movements of capital 


into Palestine on private account. 


At 40th November, 19/7, 


19th December, 191.7 


Government +051.) 
Currency Board 43.2 
Commercial hie 
Loan to H.M.G. 6 


12.9 
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